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NOTES OF THE MONTH 


Norwegian Defence 


HE dilemma facing the Norwegian Government in defence 

policy has been thrown into sharp relief during the last 
month. Three possible courses of action existed: a non-aggression 
pact with the Soviet Union, offered on 5 February by the Soviet 
Government; a neutral Scandinavian Pact; and an Atlantic Pact 
with the West. The Government’s approach to these alternatives is 
dominated by two basic considerations—the determination to 
maintain their national independence and democratic institutions 
against all Soviet demands, and their conviction that Norway must 
seek outside support in the form of military equipment and military 
guarantees in case of attack. The Government has reached these 
conclusions as a result of their experiences in the last ten years. The 
last war proved that neutrality was not a guarantee of national 
safety in modern war, and the actions of the Soviet Union during 
the last three years have strengthened the determination of Norway 
to resist any of Moscow’s demands. In this the Government has the 
support of most of the country; opposition comes only from the 
Communists, who are rapidly losing ground, and from a section, 
perhaps as much as a quarter, of the Labour Party, composed of 
fellow-travellers and convinced pacifists, who were however per- 
suaded to withdraw their opposition at the Party Congress on 20 
February. 

It is probable therefore that the Government will reject the first 
alternative, a pact of non-aggression, since such a pact would run 
counter to all their recent policy statements. Indeed, the reply may 
have been sent before this note appears. ‘There remain the other 
two alternatives: a Scandinavian Defence Pact or an Atlantic Pact. 

The crucial test of both these defensive alliances is the provision 
of adequate military equipment and military guarantees in case of 
attack. Norway is anxious to maintain Scandinavian unity if at the 
same time she can obtain the necessary military support. The original 
Danish draft for a Scandinavian Defence Pact suggested a neutral 
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alliance and promise of mutual assistance in case of attack, together 
with the proposal that arms should be bought by Sweden, and pro- 
vided from the United States on lend-lease terms to Norway and 
Denmark, to make up any deficiency in Swedish supplies to these 
two countries. But the United States made it clear while the 
inter-Scandinavian discussions were in progress in January that 
arms would not be available to any group outside the Atlantic Pact, 
primarily because the supply of arms was limited and priority must 
go to those countries within an Atlantic Pact. The talks broke 
down after this announcement, since the failure to get arms from 
the United States, in the Norwegian view, weakened the Scandi- 
navian Pact too drastically. Unless, therefore, the United States 
changes its stand on this point, it is unlikely that the Scandinavian 
Pact would be acceptable to Norway. 

The Norwegian Government is thus left with the third alterna- 
tive: the Atlantic Pact. M. Lange, the Norwegian Foreign Minister, 
has just visited Washington to obtain assurances on three points: 
what military supplies Norway could expect if she joined the Pact; 
what guarantee of military assistance in case of attack would be 
forthcoming; and what obligations Norway would have to under- 
take in return. On the third point, Norway was determined to pro- 
vide no military bases on Norwegian soil for foreign powers, as 
this would be certain to be regarded in Moscow as provocative. To 
this question alone, Norway received a clear and decisive answer: 
no bases would be required, nor were they contemplated. But the 
United States Government was unable to answer the other two 
queries specifically. The amount of military equipment available to 
Norway would be determined by the supplies available and by the 
number of participants with equal claims. The question of military 
guarantees has proved even more equivocal, since the Senate has 
made it clear that the decision to go to war must rest with it, 
and must not be written in clear terms into any treaty. As a result, 
it seems, at the time of writing, likely that the Norwegian Govern- 
ment will decide to wait until the Atlantic Pact has been drawn 
up by the seven drafting Powers in Washington, and take its 
final decision only when the terms of the Pact are made public. 
However, the unanimous vote of the Norwegian Labour Party at 
its Congress, in favour of ‘a binding co-operation” with the 
Western democracies, makes it clear that the Government fully 
fully intends to join the Atlantic Pact when the time comes. 


Western Germany and Allied Policy 


The last few months have seen a speeding-up of the Constitution- 
making process and the ironing-out of party differences in Western 
Germany, but a hardening of the German attitude towards the 
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Occupying Powers. When the Constitution-makers first met at 
Bonn there was still considerable reluctance, notably on the part 
of some of the leaders of the Social Democratic Party, to accept 
responsibility for setting up and working a West German Govern- 
ment. It has been the representatives from Berlin, and not least 
Professor Reuter, the Oberbiirgermeister, who have urged 
despatch. At the same time, the spirit of resistance shown by the 
people of Western Berlin, made effective by the air-lift, has 
increased the prestige of the city in the eyes of Western Germany. 
Whereas to German politicians the setting up of a West German 
Government seemed to imply the acceptance of responsibility for 
the permanent division of Germany, the inclusion of Berlin as the 
twelfth Land would leave open the way to future unification. The 
leader of the Social Democratic Party in the Parliamentary Council, 
Professor Carlo Schmidt, has declared that the Allied Military 
Governments would make a political mistake of the worst kind if 
they refused to agree to the inclusion of the city. But according to 
Professor Reuter’s report of his interview with the French Foreign 
Minister, the French now will at least give sympathetic considera- 
tion to a demand which they recognize in principle as reasonable, 
though they will not at present commit themselves. 

The increased prestige of Berlin in the eyes of Western Germany 
and the demand for its inclusion in the West German federation 
have been interpreted as signs of increasing nationalist sentiment, 
and the attacks made on the Ruhr Statute when it was promul- 
gated last December certainly showed that nationalism is still 
formidable. German protests did not come only from the extreme 
Right and the extreme Left. The leading member of the Social 
Democratic Party, for example, declared that the Statute dis- 
appointed German hopes and that its only fruits were likely to be 
the ‘nationalism of a dog on a chain’. A prominent German Trade 
Union official said that he could find in it no implications of a 
European or international character. Max Reimann, the leader of 
the Communist Party in Western Germany, carrying out the 
Communist policy of fomenting German nationalism, described as 
quislings those German Ministers who accepted the Statute. As the 
result of this speech he was sentenced by the Allied Military 
authorities to three months’ imprisonment and released in as 
many weeks. Moreover even moderate and well-disposed Germans 
have recently expressed great surprise at adverse British comment 
on the reception given in Germany to the Ruhr Statute. 

[t is not only that many Germans regard the internationalization 
of the Ruhr, unless coupled with a corresponding internationaliza- 
tion of Lorraine, the Saar, and parts of Belgium and Luxembourg, 
as an infringement of Germany’s sovereign rights. It is openly 





—_s 


ek. 





Fr 








96 NOTES OF THE MONTH 





declared that the motive behind the economic policy adopted by 
the British Occupation authorities, and behind the Ruhr Statute in 
particular, is not so much a desire for security against German 
aggression as fear of German competition. These complaints, 
described as unfounded by the President of the Board of Trade in 
the House of Commons on 10 February, followed the British 
reaction to an announcement made by the Deputy-Director of the 
Joint Export-Import Agency that German exports will be increased 
as quickly as possible to a point where they can pay for the required 
volume of imports. There are other circumstances which influence 
the outlook of the average German. According to Dr Nolting, 
Minister of Economics for North Rhine-Westphalia, there are 
294 steel works on the dismantling list, not all of which were 
directly concerned with the armaments industry. But the carrying 
out of this programme seems uncertain, for it was also reported 
in January that Mr Hoffmann, the E.C.A. adviser in Europe, had 
forwarded to the State Department the findings of an Industrial 
Advisory Committee. The Committee’s Report includes a recom- 
mendation which, if it is accepted by the French and the British, 
will result in a revision of the dismantling programme and a con- 
sequent increase of German steel output by about 3 million tons 
per annum. 

That there are good reasons for the attitude of the Occupying 
Powers, as well as justification for the Ruhr Statute, is beside the 
point. There are elements in Germany today ready to use every 
opportunity to stir up nationalist feeling and to make the most of 
every apparent inconsistency in Allied policy. Some of the more 
critical speeches of moderate German politicians, for example, 
may well reflect an anxiety lest Allied policy should unintentionally 
strengthen the hand of extremists. At the same time, when the 
Premiers of the West German Ldnde, together with Professor 
Reuter, the Oberbiirgermeister of Berlin, and Herr Brauer, the 
Oberbiirgermeister of Hamburg, met in that city on 12 February, a 
more moderate attitude was adopted towards the Ruhr Statute, 
although the conference agreed a resolution declaring that the 
situation created by the Statute could only be transitory and must 
be transformed into a comprehensive European arrangement. Such 
an arrangement would be the most effective answer to German 
nationalist discontent. 


The Mindszenty Trial 


The sensational charges brought against the Cardinal-Primate 
of Hungary, and his own unexpected behaviour in Court, have 
tended to obscure the real issues involved. Cardinal Mindszenty 
may or may not have gone beyond the limits of strict discretion 
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when meeting Otto von Habsburg; he may or may not have sold 
the dollars given him by Hungarian Catholics in America for what 
he could get for them, instead of exchanging them in the National 
Bank at a pegged rate. But these are not the reasons why he is in 
prison today. He had to be put out of the way because he was the 
leader and the personification of the one remaining force in 
Hungary which was still putting up an organized resistance to the 
Cominform. Every social class capable of such opposition had 
already been destroyed in turn. Every political party had either 
been liquidated or reduced to a sham (the last remaining genuine 
Oppositional party, that of M. Barankovics, was wound up as soon 
as the trial ended). The entire apparatus of the State was in the 
hands of the Communist Party. The only institutions left claiming 
a rival voice at least in the spiritual life of the inhabitants of 
Hungary were the Churches, and their power had to be broken. 

The Government, too, had its case. The evidence for the 
Cardinal’s prosecution was not directly attacked by the Vatican. 
Moreover, the verdict was followed by a fresh offer to negoti- 
ate with the Catholic Church. And the Government has not so far 
in any way interfered with the free practice, nor with the free 
teaching, of religion. The agreements which it has concluded with 
all the other Churches in Hungary, except the Roman Catholic, 
allowed them terms such as Church leaders in most countries 
could regard as reasonable. It is probably true that many genuine 
Catholics in Hungary would have been relieved if their own 
Church had accepted a similar compromise. Mindszenty cer- 
tainly carried his opposition to the régime into the realm of poli- 
tics, taking up, in consequence, a position which no Government 
could easily tolerate. He himself would—at least before his 
collapse in Court—not have denied this; he would have said that it 
was his clear duty. He would even have maintained that it was both 
the right and the duty of a Catholic priest to seek to overthrow a 
régime pledged to dialectic materialism in favour of one tradition- 
ally associated with the faithful support of the Catholic Church. 
Finally, he might have admitted that some of the Government’s 
compromise proposals were in themselves reasonable. But he 
would have pointed out that one force in Hungary after another— 
the example of the Social Democrat Party is particularly striking— 
had accepted one reasonable compromise after another, and found 
in the end that it had been digging its own grave. Reasonable 
compromise cannot endure when concluded with a force which is 
itself fundamentally uncompromising. It has been a clash of two 
spiritual incompatibles, won, for the moment, by physical means 
by that party which disposed of the physical force. 
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EAST-WEST TRADE IN EUROPE 


ECONOMIC ADVANTAGES AND POLITICAL 
DRAWBACKS 


Bex the protagonists and the opponents of trade between 
Western and Eastern Europe are generally so preoccupied 
with its political aspects that they tend to overlook the economic 
facts. The facts, indeed, are so contradictory as to include in the 
same month the signature of the Anglo-Polish trade agreement, 
hailed as the most important yet between any two countries on 
different sides of the Iron Curtain, and the setting up of an Eastern 
European Council for Mutual Economic Aid on the grounds that 
the West is boycotting the East. But these events can be set in 
proper perspective by an analysis of the commerce between the 
countries of Western and Eastern Europe, its technique, its 
extent, its reasons, and its implications in the economic, strategic, 
and political fields. 

Any such analysis must be prefaced by a brief survey of trade 
inside the Eastern area. In the first flush of Communist enthusiasm 
after the war, there may have been thoughts of integrating the 
national economies of Eastern Europe into a self-sufficient unit 
with the backing of the U.S.S.R. Actually the economies of all 
these countries were basically alike, and they therefore had little to 
offer to each other. Their mutual trade before the war had been of 
no great importance to any one of them, and the exchange of 
goods between all of them and Russia had been negligible. A com- 
parison between the situation then and now shows that integration 
has indeed been proceeding apace, but of self-sufficiency there is 
little sign. More than 60 per cent of Poland’s trade in 1948 was 
carried on with countries outside the Soviet orbit. The Czech 
Five-Year Plan, inaugurated at the beginning of 1949, is based on 
the assumption that 55 per cent of all exports will go westwards. 
Yugoslavia, even before the Tito-Cominform break, conducted 47 
per cent of her external commerce with non-Communist nations. 

The entire trade inside the Eastern bloc has hitherto been 
arranged on the basis of bilateral agreements. It seems quite likely 
that the limit of exchanges which can be balanced bilaterally has 
been reached, and that the setting up of the Council for Mutual 
Economic Aid is primarily intended to promote the expansion of 
trade by multilateral arrangements inside the Eastern bloc, 
similar to those which O.E.E.C. is making in the West. The mere 
desire to have something which can be held up as better than 
O.E.E.C., the Marshall Plan, and any possible Truman Plan taken 
together has undoubtedly contributed to the creation of this 
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‘Comintrade’. Its birthday manifesto has, however, been very 
much less aggressive than that of its elder ‘Cominform’ brother. It 
gives the impression that the Communists are willing and even 
anxious to continue their trade with the West, which has made 


good progress in the last two years, despite the deep-seated 
political differences. 


EAST-WEST TRADE AGREEMENTS 


The most important East-West trade agreement concluded in 
recent months is that signed between Britain and Poland in 
Warsaw on 14 January 1949. It covers a period of five years with an 
anticipated turnover of {£260 million both ways. The treaty makes 
Britain Poland’s principal customer, but it is by no means unique, 
as the Poles have trade agreements with every country in Europe 
except Spain, Portugal, and Greece. One of these agreements, 
entered into with Sweden in 1947, is equal in duration and almost 
equal in importance to that with Britain. Its main attraction for the 
Poles is a long-term Swedish credit, far in excess of the £6 million 
revolving credit granted by Britain. Poland’s main export to 
Sweden and to most other Western European countries is coal 
from Silesia, but Britain will be receiving mainly timber, bacon, 
eggs, and other high-grade foods. The Poles have announced that 
they intend to adapt their agricultural and timber production to 
the requirements of the British market, a policy made feasible 
by the five-year validity of the agreement, which also allows the 
conclusion of contracts for capital equipment with British manu- 
facturers, despite the long deliveries which have hitherto been 
a major obstacle. 

Poland’s commercial relations with the West are much closer 
than those of the U.S.S.R., although the Russians seem to have 
abandoned their isolationist trade policy of the inter-war years. 
Since 1946 the Soviet Union has concluded voluminous trade 
agreements not only with its satellites, but also with a number of 
Western countries. Sweden is in the lead with a treaty signed in 
1946 which grants the Soviet Union a fifteen years’ credit for 
nearly {70 million. Among more recent agreements, that with Italy 
is notable not only for its settlement of reparations, but also for a 
feature hitherto found only in Russian trade agreements with other 
Communist countries, the supply by Russia of raw materials for 
the manufacture of finished products which go back to Russia. 
Britain concluded a one-year agreement with the U.S.S.R. in 
December 1947 under which she has since received 750,000 tons 
of coarse grains, but negotiations for a long-term agreement have 
dragged on since last May without leading to the expected result. 
‘The Soviets complain that, having supplied Britain with goods to 
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the value of some £23 million, they were unable to place contracts 
for more than £3 million of the British timber-cutting and 
electrical equipment specified in the agreement. The difficulties 
were, however, largely due to the very stiff contract conditions on 
which the Russians insist. In any case, the Soviet Union has been 
able to buy here machinery and other industrial goods costing £15 
million. In addition, the U.S.S.R. has spent £23 million on wool, 
rubber, cocoa beans, and other sterling area raw materials. The 
Soviet Union has thus been able to make good use of all the 
sterling accrued to it under the trade agreement, and has in fact 
spent considerable sums in excess. These obviously come from the 
Soviet gold and dollar reserves, which are thought to be large 
enough to finance Russian raw material purchases in the world 
market for some time to come. Hence the Russians can afford to 
argue that they need not bother greatly about trade agreements 
with the West unless they can be assured of getting exactly what 
they want in the way of industrial equipment. 

Another manifestation of the strong Russian foreign currency 
position can be seen in the loan of an undisclosed amount of gold 
and dollars made to Czechoslovakia in December 1948. The pur- 
pose of the loan is to enable Czechoslovakia to buy raw materials, 
for which her own foreign exchange resources are no longer 
adequate. Most of the essential intermediate products, such as 
wood pulp, steel, and textile yarns, which the West would like to 
buy from the Czechs are now earmarked for Russia. The Soviet 
Union also absorbs an increasing proportion of the consumer goods 
turned out by the Czech light industries. These are scheduled only 
for a modest expansion, while the heavy industries producing 
capital equipment are to reach three times their present level by 
1953, undoubtedly with the object of reducing dependence on the 
West. The upshot of these policies has been a marked decline of 
Czechoslovakia’s exports westward. Thus the favourable balances 
with Switzerland and Sweden changed to deficits, and shipments 
to the U.K. declined by 42 per cent between October 1947 and 
October 1948. Nevertheless in the same month Britain maintained 
her lead as Czechoslovakia’s principal supplier, owing to raw 
material purchases, financed then out of Czech reserves, and now 
out of the Russian loan. As neither will last for ever, it is not sur- 
prising that the Czechs should lately have made overtures for the 
negotiation of a trade agreement with Britain. As the economic 
structure of the two countries is basically similar, commercial 
relations cannot be based on the exchange of machinery and raw 
materials against food. The Czechs have therefore suggested that 
their consumer goods should be sold on the world market through 
the intermediary of British exporters. 
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Although Hungary, too, is a fairly highly industrialized country, 
she has a surplus of food which she sells to the West for raw 
materials. Britain has no commercial agreement with Hungary, 
but trade is proceeding satisfactorily on the basis of a three-year 
payments agreement and annual import and export quotas last 
fixed in April 1948. During the first ten months of 1948 purchases 
from Britain accounted for over one-seventh of all Hungarian 
imports. Austria and Switzerland are running neck to neck for 
second place amongst Hungary’s Western European trading 
partners, and there are also trade agreements with the Scandi- 
navian and Benelux countries as well as Italy. 

The remaining members of the Eastern European Council for 
Mutual Economic Aid are Rumania and Bulgaria. The latter has 
little of interest to offer to the West, although some business is be- 
ing done with Switzerland, Holland, and Italy. Rumania could be a 
more promising trading partner. She has grain and timber sur- 
pluses, but owing to her behaviour over the Western oil interests 
and other matters, such as a shipping incident with Sweden, trade 
has in fact remained on a very limited scale, though there are con- 
siderable contacts with Italy and also Switzerland, which even 
gave the Rumanians a credit. 

Yugoslavia and Albania are not included in the ‘Comintrade’. 
The reasons are obvious—the economic insignificance and inacces- 
sibility of Albania, and the political tension with Yugoslavia. The 
founders of the ‘Comintrade’ did, however, announce that other 
countries could join. The Yugoslavs, in reply, said that they were 
prepared to co-operate on terms of equality, but have since been 
told by M. Molotov that this was not possible until they renounced 
their hostile policy towards the Cominform countries. In any case, 
the ‘Comintrade’ manifesto did nothing to allay Tito’s fears that 
the other Eastern European countries want to retard Yugoslavia’s 
industrial development so that she should remain a convenient 
source of staple food and mineral products—a complaint to which 
a pa ant note is added by the Albanians, who in their turn make 
it against ‘Tito. Whatever the truth in either of these two griev- 
ances, there can be little doubt that from the outset ambition had 
got the better of realism in the Yugoslav five-year plan of recon- 
struction. Hence the long delays with which Yugoslavia fulfilled 
her delivery promises to the other Communist countries. So long 
as they were willing to treat delays with the indulgence due to a 
fellow believer, there was a sporting chance that the plan might be 
fulfilled, but after the Tito-Cominform break commercial con- 
siderations against large-scale commitments with Y igoslavia were 
reinforced, instead of being held in check by the political align- 
ment. ‘hus Russia cut her proposed 1949 turnover with Yugo- 
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slavia to one-eighth of that in 1948, and Poland cut hers to one 
quarter. Hungary took the welcome opportunity of cutting down 
her reparations deliveries, and the Rumanians suddenly dis- 
covered that they were not interested in trading with Tito. The 
South Slavs being what they are, adversity is the best incentive. With 
that characteristic blend of half-courageous, half-melancholy 
stubbornness, they got down in earnest to expanding their com- 
merce with the West. In December 1948, after nearly three years’ 
haggling, they concluded a £30 million short-term agreement 
with Britain, in which the two Governments, inter alia, undertook 
to enter at an early date into negotiations for a long-term com- 
mercial treaty. Three months earlier Tito had already made a 
five-year agreement with Switzerland, which, next to Britain, is 
Yugoslavia’s most important Western trading partner. Yugoslavia 
has also long-term treaties with Sweden and Italy, and annual 
arrangements of some importance with France, Holland, Belgium, 
Austria, and Norway. 


TECHNIQUE AND EXTENT OF EAST-WEST TRADE 


While the general pattern of commercial relations which has 
emerged between Eastern and Western Europe is not so very 
different from that prevailing before 1939, a complete change has 
taken place in the channels and methods by which this trade is 
conducted. The State in all Communist countries has a virtual 
export and import monopoly. It is exercised through trading 
agencies or corporations, which are organized on more or less 
commercial lines, and usually deal with a specific product or 
group of products. Their activities are co-ordinated and very 
strictly controlled by the Ministries of Commerce, so as to fit 
them into the respective national plans. A difficulty in East-West 
trade inevitably arises from the absence of equally complete con- 
trols in Western Europe, where the authorities can only encourage 
manufacturers to export to Eastern Europe, but cannot make them 
do so if they do not like the price, the terms, or, for that matter, the 
political complexion of their prospective clients. On the other 
hand, the very rigidity of the Communist system makes trading 
with the satellites easier than it was before the war. Once a contract 
is signed, there is now a welcome absence of the constant bickering, 
occasional defaults, and frequent repudiations which made pre- 
war business with Eastern Europe such a hazardous affair. 

The other change is fundamental—the elimination of German 
predominance in commerce with Eastern Europe. Although 
Germany is already beginning to regain some of her export 
markets in other parts of the world, her prospects in Eastern 
Europe are very poor indeed. Nothing could be more objection- 
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able to the Poles, the Czechs, and the Yugoslavs than the resump- 
tion of large scale dealings likely to contribute to the resuscitation 
of Germany. Moreover, they have now found a market for their 
exports in Western Europe, where they were unable to compete 
with overseas suppliers in pre-war days when price alone was the 
criterion and considerations of soft and hard currency did not 
enter into the matter. Having soft currencies helps the East to sell 
its products, but at the same time it hinders multilateral trade, and 
largely confines the volume of business to whatever can be balanced 
between each pair of countries. This is one of the main problems 
before the trade committee of the United Nations Economic 
Commission for Europe (E.C.E.) which assembled in Geneva last 
month. For a body composed of both Marshali and Molotov 
countries this organization has a comparatively successful record. 
At its meeting in September 1948 E.C.E. worked out a scheme, 
since approved in principle by the World Bank, whereby the 
Western European countries will underwrite a loan enabling the 
Eastern countries to buy machinery for their timber industries. 
This loan will be repaid in due course with the foreign exchange 
proceeds of their increased timber exports. 

If this scheme succeeds, then Western Europe will by the end of 
1950 receive timber imports roughly equivalent to those of 1938, 
while in 1947 only half the pre-war imports were obtained. In 
general, East-West trade in 1947 reached less than 40 per cent of 
the pre-war volume and accounted for only 7 per cent of Western 
Europe’s total external commerce. The 1948 figures show that 
commercial exchanges between Eastern and Western Europe 
have now reached two-thirds of their 1938 volume, but this is still 
nowhere near the target at which the O.E.E.C. four-year plan aims, 
optimistically enough, for 1952-3. By that year the Western 
countries assume that they will obtain approximately 17 per cent of 
their total imports from Eastern Europe, and they plan to send 
there approximately 19 per cent of their exports. At that level, 
European East-West trade would be somewhere near its pre-war 
volume. 

The estimate for Britain’s trade with Eastern Europe does not, 
however, foresee an increase up to the full pre-war level. In 1938 
trade with Eastern Europe accouiited for 8.3 per cent of the U.K.’s 
external trade. In 1946 it was only 2.95 per cent, but by the first 
halr of 1948 it had risen to 3.43 per cent. This works out at {120 
million per annum. The objective set for 1952-3 is £230 million, 
or nearly double. 

[n Britain’s total external trade Eastern Europe accounts for a 
considerably smaller percentage than it does in the trade of other 
Western European countries. Yet Britain is by far the most 
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important Western trading partner of Eastern Europe. Sweden 
and Switzerland follow at some distance, although they both enjoy 
great advantages. They are more willing than Britain to grant 
credits, their trading connections were never completely inter- 
rupted by the war, and they are regarded as ‘harmless reaction- 
aries’ worthy of preference over ‘exploiting imperialists’. Next 
come Denmark, Belgium-Luxembourg, Holland, Italy, and France, 
in that order. Lately Austria is also regaining some of the import- 
ant share she held in Eastern European trade before the war. The 
U.S.A. plays no great role in Eastern Europe’s commerce because 
there are very few exports to America and consequently very few 
dollars, but even more so because the Americans, for political 
reasons, frown on trade with Communist countries. 


REASONS FOR EAST-WEST TRADE 


The present international situation is obviously not conducive 
to European East-West trade. If this trade is nevertheless being 
expanded, the reasons can only be economic, and they must be 
strong enough to override political considerations in the minds of 
the trading partners and their Russian or American backers. It is 
fairly easy to see why this is so for the East. In each country 
industrialization and improved methods of agriculture are the first 
priorities and indeed the basis of all plans for national recon- 
struction. These ambitious schemes involve a demand for capital 
goods which the heavy industry of Eastern Europe could not hope 
to meet for many years to come, even if the Russians made a very 
much greater contribution than they appear to be doing at present. 
In the light of the achievements of the U.S.S.R. during the inter- 
war years with very little outside assistance, it is arguable that the 
Eastern European satellities might be able to do the same, and that 
their Governments certainly have the will and the power to do it, 
no matter what sacrifices it would involve for their peoples. But to 
be able to draw on the resources of the West makes all the differ- 
ence between a reasonably speedy reconstruction and a decade or 
more of heart- and back-breaking drudgery. 

While the causes for the desire of the ‘Comintrade’ countries to 
deal with the West are purely economic, Yugoslavia also has 
political reasons. For Tito commerce with the West is a means of 
maintaining his independence in the East. The Yugoslavs rightly 
stress that expansion of trade with the West has been forced upon 
them by the attitude of the East, and that it ill behoves the Comin- 
formists to accuse Yugoslavia when they themselves are doing 
business with the West on an even larger scale—with the blessing 
of the Russians. 

What has induced the Russians to give this blessing? There is 
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no doubt that they could have prevented a revival of East-West 
trade had they wished to do so. Their occupation of Eastern 
Europe in the final stages of the war, the rise to power of the 
Communist parties everywhere, the reparation liabilities of 
Hungary, Rumania, and Bulgaria, and the poor communications 
with the West led in the immediate post-war period to a sudden 
boom in trade between Russia and the rest of Eastern Europe. 
For a time it looked as if the Soviet Union would take the place of 
Germany in the commerce of Eastern Europe, but soon the funda- 
mental differences became clear. Germany had used Eastern 
Europe as a source of food to be paid for, if at all, by the dumping 
of the almost proverbial mouth-organs. ‘The Russians could grow 
enough food at home. Viewed from Germany, Eastern Europe 
was an industrially backward area. In Russian eyes the factories of 
Warsaw and Lodz, the newly gained ‘little Ruhr’ of Silesia, the 
industries of Bohemia and Moravia, and the engineering plants of 
Budapest were assets worthy of great attention and development. 
The Nazis were not concerned to bring the ‘inferior Slavs’ round 
to their political creed. They were only interested in them as a 
cheap and abundant source of labour. Not so the Russians, whose 
supreme object is the spread of Communism. In contrast to the 
Germans—and a very favourable contrast it is in the eyes of 
Eastern Europé—the Russians therefore decided that it was in 
their best economic and ideological interest to develop the 
industries of the satellites, to enable them to draw the surplus 
population off the land, to raise the standard of living, and thus 
to make Communism more palatable. But it was soon found to be 
out of the question for the Soviet Union to meet the consequent 
demand for capital equipment and raw materials from its own 
resources, and the satellites were encouraged to fill their require- 
ments by trading with the West. 
There are very good reasons why Western Europe proved ready 
) develop this trade. Its economic future depends very largely on 
ability to obtain essential imports from other than dollar 
urces, and on its success in exporting large quantities of manu- 
factured goods, particularly engineering products. Here is the 
Western case for trading with the Eastern bloc, but there is also 
the subsidiary point that compensation for nationalized Western 
ets in Eastern Europe can only be obtained by linking it with 
w trade agreements, a principle which has been successfully 
pplied by Britain in common with most other E.R.P. countries. 
Western Europe’s need for non-dollar supplies from across the 
[ron Curtain can best be illustrated as follows. 
If in 1947 it had been possible to obtain from Eastern Europe 
as much as in 1938, the Western European imports from the New 
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World could have been reduced by about one quarter. It is virtu- 
ally impossible to see how pre-war food standards in Western 
Europe can be restored without a steady and expanding flow of 
imports from the East. It is almost equally difficult to see how 
Western production targets are to be reached without Polish coal. 
Again, a really substantial increase in timber supplies, with an 
assurance of regular shipments for years to come, can make all the 
difference to housing and construction programmes. From the 
other side, Western Europe’s most important staple export for the 
future—heavy machinery—can hardly be sold in America, but 
Eastern Europe will be a market for it long after the demand from 
most other areas will have ebbed away. In recognition of all these 
facts, the British 1949-53 Plan submitted to O.E.E.C. expressly 
states that the estimates for achieving a balance of payments 
assume a reasonable amount of East-West trade within Europe 
on commercial lines. Similar assumptions have been made by all 
other E.R.P. countries in their plans, so much so that the total 
supplies they would wish to obtain from Eastern Europe look like 
being appreciably larger than those available. 

This reliance of the E.R.P. countries on trade with the Eastern 
bloc confronts the U.S.A. with a baffling dilemma. The Americans 
themselves severely restrict their exports to Eastern Europe so as 
to exclude anything likely to be of strategic value. This policy has 
been written into the Foreign Assistance Act by means of a clause 
which directs the Marshall Aid Administrator 

to refuse delivery, in so far as practicable, to participating countries 

of commodities which go into the production of any commodity for 

delivery to any non-participating European country which would be 

refused export licences to those countries by the U.S. in the interests 

of national security. 
This proviso gives the Americans an important say on East-West 
trade in Europe, but the operative words in the clause are ‘in so far 
as practicable’. Both Mr Hoffman and Mr Harriman have re- 
peatedly stated that the maintenance and expansion of commerce 
between Western and Eastern Europe is necessary for the success 
of E.R.P. The U.S.A. is thus almost compelled to regard this trade 
in very much the same light as the U.S.S.R.—an unwelcome but 
unavoidable condition for the economic recovery of their respect- 
ive groups of associates in Europe. 


THE FUTURE 


To state the case for East-West trade in these terms is at once to 
raise the question whether it will last beyond the next few years 
into a period when wider economic, strategic, and political 
considerations may prevail over the needs of the moment. It is 
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sometimes argued that the Eastern European reconstruction plans, 
with their emphasis on industrialization and their comparative 
neglect of agriculture, will aggravate the world shortage of food. Tf 
this were so, it would clearly be a mistake for the West to assist in 
this process. But one of the objects of Eastern industrialization is to 
provide the machinery, fertilizers, communications, and con- 
sumer goods incentives needed for a highly mechanized agri- 
cultural system based on collective farming. This would tend to 
increase, not lessen, the yield of agriculture, but it may still be 
asked whether the West is right in allocating to the East a pro- 
portion of its output of capital equipment which is at present in 
demand in virtually every corner of the globe. Will its supply to 
the East give the best and quickest return in terms of increased 
food production, or would it be better to concentrate the limited 
resources of capital equipment on the development of Africa or 
South-East Asia? 

Behind this question there lurks the instinctive doubt of the 
wisdom of a policy which, whatever its short-term advantages, is 
likely to strengthen a potential enemy. Can we afford to build up 
the economic and consequently the military power of nations who 
make so little secret of their hostility towards us? The supplies to 
the East which have a direct military application may be negligible, 
but those who protested so vigorously about the shipment of a 
dozen or so jet engines to the U.S.S.R. nevertheless put their 
finger on a very delicate and fundamental point. Russia and her 
satellites have the will and the power to reach their economic 
objectives unaided, but are we not, at our peril, helping them to do 
so in a much shorter space of time? 

Yet after all is said, it might be a mistake to sever the only 
remaining links across the barrier which divides Europe. Would 
we not thereby move one step nearer to the very danger against 
which we wish to guard? It is the aim of the Russians to impose 
isolation, but the West, despite all disappointments, still professes 
its faith in the idea of One World. It is easy to overestimate the 
political significance of trade agreements between Eastern and 
Western Europe, but in the international situation of today it is a 
relief to find that agreement can be reached between East and West 
m anything at all. There has always been a strong school of 
thought in favour of the functional approach to world politics. 
Viewed from that angle, it might be possible to look upon the 
present welter of bilateral agreements between nations on differ- 
ent sides of Europe as the forerunner to a wider understanding on 
economic matters of common interest and benefit to both groups. 

One might even say that the machinery for such an understanding 
exists in the O.E.E.C. on the one hand and the Council for Mutual 
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Economic Aid on the other, with members of both sides working 
together in comparative harmony on the United Nations Economic 
Commission for Europe. Perhaps this development is too much to 
expect, but it is an approach which might lift East-West trade in 
Europe beyond the level of an immediate economic necessity and 
endow it with a ray of hope for the future. 

N. K. 


MEXICO 


A SPANISH-INDIAN CULTURE IN A 
MODERN SETTING 


Jronetes observers in Mexico, visiting the Republic at the 
same time, and witnessing the same events, often arrive at 
contrasting conclusions. So rapid are economic progress and 
decline that it is often hard to tell which prevails. It is at least 
beyond dispute that the present decade has been one of change and 
development. Yet beside this dynamic modern Mexico there still 
exists and thrives the old order of pre-Columbian times. It is 
interesting and important to estimate how far modern development 
and ancient social tradition correspond with the needs and oppor- 
tunities of Mexico in the modern world. 

Mexico can grow commercially almost every known crop, 
tropical or temperate. Like her Central American neighbours, she 
has a flying start from nature; unlike them, she has a territory of 
vast extent. These gifts are significant in a world whose population 
is calculated to be outrunning the available supplies of food. The 
very diversity of her soils, altitude, and climate have played up to 
the Mexican character, noted for independence of spirit. Unlike 
her neighbours in Central America, and indeed unlike so many 
colonial territories in the tropics, Mexico is not dependent for her 
prosperity upon the success of one or two major crops. Her multi- 
crop agricultural pattern means that she can supply herself with a 
varied diet, and in normal times need import no foodstuffs. Can we 
expect a major contribution to world food supplies to be forth- 
coming from Mexico, after she has fed her own people? 

It is widely and inaccurately said that Mexico’s problem is a 
land problem. There is in fact no shortage of land; but there is a 
shortage of capital necessary for land development, and the popu- 
lation is in consequence badly distributed. Much of southern 
Mexico has hitherto been regarded as too unhealthy for large- 
scale colonization; yet with adequate capital this difficulty could be 
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overcome. Much of central and northern Mexico is too dry to 
carry crops without irrigation. In both areas the population is very 
sparse. Indeed the total population of the Republic, which is in the 
neighbourhood of 22 million, is hardly sufficient to permit of 
expansion in agriculture upon a really large scale. But the shortage 
of manpower is not likely to be a permanent limitation. The popu- 
lation has increased very rapidly during the past twenty years, and 
with the advent of modern tropical medicine it may be expected to 
do so still faster. Calculations about the future agricultural pro- 
ductivity of Mexico envisaging large-scale development are not 
therefore purely theoretical. 

With modern methods of tropical hygiene, the building of com- 
munications, and the dredging of rivers, it is calculated that the 
hot and damp regions of Mexico could multiply their agricultural 
production about five times. With large-scale irrigation schemes 
and the application of improved methods of culture the produce of 
the arid regions could be multiplied thrice. But even if in time the 
labour for such schemes becomes available, they will remain 
theoretical projects unless very large amounts of capital are also 
forthcoming. We are in fact brought back once more to the now 
familiar proposition, that mankind can have more food if prepared 
to pay an increased price to obtain it. The easily accessible and 
easily cultivated lands of Mexico have in great part been exploited 
already; indeed in some cases exploitation has been carried to the 
point of exhaustion. The more difficult lands remain. 

It would, however, be an error to suppose that a high degree of 
detailed planning is required if any further development is to occur. 
The Pan-American Highway provides a good example of the 
manner in which spontaneous development follows good com- 
munications. The Highway was driven through much virgin bush 
country in north-eastern Mexico. It is now interesting to see agri- 
cultural development springing up in a hundred suitable localities 
along the route. The lesson of the Highway has not been lost upon 
the Mexican Government; and both the last and the present 
administrations have given first priority to road building, while the 
present Government has begun a project designed to open up the 
southern portion of the state of Veracruz to more effective cultiva- 
tion and colonization. 

Apart from the cultivation of new lands, much can be done to 
improve existing farming methods in Mexico. The system of 
shifting cultivation which is the rule in much of the hot country 
employs but a small proportion of the cultivated land, while the 
remainder is resting from previous exploitation. Conservative 
methods of agriculture, and the extended use of tree crops, could 
certainly increase the yield of the existing communities, and such 
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methods are gaining ground, though very slowly. In the upland 
plain country, and particularly in rich agricultural districts such as 
Bajio, one notices that mechanization has increased considerably 
since the end of the war period, and that modern farm machinery is 
available in most large country towns. But over the vastly greater 
territories where peasant agriculture is still the rule, little if any 
progress has been made since the rudimentary improvements 
introduced by the Spanish missionaries. Not only is the use of 
fertilizers neglected even upon comparatively advanced holdings, 
but soil erosion is playing a disastrous part, especially upon the 
mountain slopes and in the light volcanic soils of the plain country. 

Of all of these shortcomings the Mexican Government is fully 
and painfully aware. Both by legislation and by the training of farm 
students attempts are being made to preserve the wealth of the soil 
and to restore what has been lost. But the resources at the disposal 
of the Government are small compared with the gigantic scale of 
the problem. Similarly, in the sphere of forestry, Mexico has an 
admirable Forest Code, and during the past two decades strenuous 
efforts have been made to secure a proper management of the 
national forest resources; but the difficulty is one of enforcement, 
and the Forest Administration has to be content with achieving 
a small proportion of what is desirable. Nevertheless, there still 
remain in Mexico tremendous resources of unexploited timber, 
particularly in the inaccessible regions of the south. These 
resources, moreover, are of such a nature as to respond particu- 
larly well to modern methods of exploitation, which aim at utilizing 
a high percentage of tropical species which were formerly dis- 
regarded for commercial purposes. 

In the field of animal and plant pests, Mexico provides what 
must be a unique example of a deeply tropical country teeming 
with such unwelcome enemies of the farmer, yet closely linked by 
communications with a highly organized temperate agricultural 
nation. From tropical Mexico great trunk roads, main line railways, 
and a large volume of air traffic run directly up to the United States. 
The danger of transferring insect and other plagues from the 
Mexican to the American farmer is always a real one. ‘The Mexican 
and United States Governments have set up joint machinery in an 
endeavour to prevent the transfer of such pests from one region 
to another, and their success or failure in doing this may well have 
lessons for Britain in the future development of Africa. An attempt 
has been made to isolate foot and mouth disease in southern 
Mexico by the establishment of a sanitary cordon running from 
coast to coast across the central portion of the Republic. The writer 
and his party when driving in the State of San Luis Potosi were 
disinfected five times in the course of an afternoon to prevent 
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carriage of germs upon the shoes or by means of the vehicle in 
which they were travelling. But it has proved impossible to con- 
vince the Indian farmer of the need to destroy diseased cattle, and 
indeed in some states it has been the Agricultural Inspectors who 
have suffered the fate which they had prescribed for the beasts. It 
is therefore doubtful how much success can be achieved beyond 
the isolation of the disease. 

There also now exist a number of control points upon the main 
highways where plant matter is removed from passengers for 
destruction, to prevent the carriage of noxious insects. So con- 
scientiously is this work carried out that the writer thus lost a 
number of botanical specimens destined for the Natural History 
Museum! Here too, as in the field of agricultural methods, the 
Government is well aware of the problem; the difficulty is how 
to solve it within the confines of a vast territory, and with a modest 
Budget. 

In fact all advanced methods of agriculture in the tropics cost 
money; and if the Mexican agricultural economy is to expand, large 
sums of capital have to be found. Indeed, the same observation is 
true of Mexican industry as well. Generally speaking, the Cardenas 
reforms of the nineteen-thirties were an attack upon large accumu- 
lations of capital, particularly of land. But these reforms, far from 
being socialistic in their origin or general tendency, aimed rather 
at a wide distribution of land-owning amongst the peasantry. ‘They 
were a traditionally Mexican reaction against the Spanish system 

f the hacienda. But whatever the merits of the reforms may have 
been from a political point of view, there is no doubt that on the 
economic side their effect was to destroy the main surplus- 
producing units, the large farms, and to substitute for them sub- 

sistence units which produced little if any surplus. ‘The attempt 
made here and there to remedy this state of affairs by establishing 
large-scale collective experiments has not been very successful. 

Such a result was perhaps inevitable. The Indian, who, like 
a mediaeval king, ‘lives of his own’, has little reason to produce 
a surplus and therefore little use for cash. If, therefore, farming 
is to increase its surplus-production, some other form of organiza- 
tion will have to be found. Thus arises the difficult choice which 
Mexicans have to make, between the kind of life which they prefer, 
and that other variety which is more remunerative. 

From an Anglo-Saxon point of view the proposition of the 
foreign capitalist is eminently reasonable. ‘Permit me,’ he says, ‘to 
operate in your country with my capital, under conditions satis- 
factory to myself, and I will enrich both your country and mine.’ 
But it is precisely the conditions of security and freedom of opera- 
tion which the foreign capitalist needs, that Mexicans are deter- 
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mined not to grant. The reasons for this reluctance are not far 
to seek. 

The well-worn political arguments against foreign exploitation 
in Latin America are known and accepted by both parties. But it is 
the underlying characteristic of the Mexican mind that gives these 
arguments their real force. ‘The ordinary citizen in Mexico is little 
interested in the creation of national wealth. He is far more 
interested in living his life in his own way, and he is possessed of 
a spiritual pride which material advantages cannot purchase. He 
has in fact relatively much less desire for wealth than we have. 

A typical Mexican community has always been self-sufficient. 
The village, or group of villages, fed itself, built its own houses, 
wove its own cloth, made its own pottery, and provided elementary 
public services on a communal basis. Indeed the family itself was, 
and often still is, quite easily able to perform most of these tasks 
through one or other members of the household. Such societies, in 
which cash plays but little part, still exist all over Mexico to-day; 
indeed the Spanish system of the hacienda, with paid cultivators, 
never encompassed more than a proportion of country dwellers. 
On the contrary, the whole basis of the conquest was one of 
fusion; fusion both of cultures and of races. And in the course of 
time the Indian race and culture have proved to be the stronger, 
and have carried along with them many economic habits. There 
has in fact been a synthesis of ancient Mexico and Spain, which 
has emerged with Mexico predominating; and we are now con- 
fronted with a Mexican nation, rather than a Spanish civilization 
with Indian trimmings. Even socially, the superior status of the 
Spaniard has rapidly diminished, and outside of a very small and 
now not very important circle there is no racial prejudice or even 
self-consciousness in Mexico. 

This re-emergence of the Indian character of the nation has had 
a profound effect upon the position and use of money. It is not a 
first consideration today, except in the cities and towns where live- 
lihood depends upon its possession. Indeed the modern Mexican 
grown rich is conspicuously inept at using his wealth, and is 
consequently laughed at by his fellow-countrymen. After the radio 
comes the icebox; then an ornate new house as uncomfortable as it 
is expensive; and finally a Cadillac. Beyond the Cadillac, the 
imagination boggles. Meanwhile the family, thus expensively 
equipped, still lives the spiritual existence of ancient Mexico. 

Against this background, the offer of foreign capital for the 
creation of large agricultural and industrial units is not very 
tempting, outside of the circle of politicians and business men. 
Particularly is this the case if it brings with it foreign personnel and 
foreign methods. It would be an error to suppose that Mexicans 
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regard Anglo-Saxondom, and particularly the United States, as 
more civilized than themselves. In their eyes the American is cer- 
tainly very efficient, and technically his powers seem almost 
miraculous. Yet he often manages to be learned without being 
cultivated, and after all his technical triumphs he has not the 
secret of happiness. Moreover, Mexico in herself may enjoy 
economic security. She can produce all the necessities of life and 
many luxuries. But if her economy becomes more closely linked 
with an export programme, she will become the more dependent 
upon the economic wisdom of foreign powers. At present it is diffi- 
cult to convince the Mexican that the peoples of Europe, for 
example, have much to teach Latin America upon the subject of 
wisdom and stability. Such being the price of foreign aid, it seems 
doubtful whether the capital for really large-scale agricultural 
development in Mexico is likely to be forthcoming. 

In industry considerable progress has been made during the 
past five years. During the war, American economists and in- 
dustrial concerns offered to Mexico one of those easy roads to 
wealth which have so often been pointed out by foreigners, but 
which have all proved false trails. This time it was ‘industrializa- 
tion’. By increasing her secondary manufactures, and some 
primary industries, Mexico was to raise the standard of living of 
her people. But it was forgotten that the amounts of capital forth- 
coming were limited, and that such projects as transport, irrigation, 
and power supplies, which were basic to a general expansion of the 
economy, ought to have priority. Until Mexico could feed herself 
with a comfortable margin there was little point in industrializa- 
tion. Nevertheless, industrial expansion has brought benefits, 
The new factories which are a conspicuous feature of Monterrey, 
Mexico, and many other towns now at least provide goods which 
in the present currency shortage could not be obtained abroad, 
even if their very existence is in part the cause of that shortage. 

There are other ‘easy roads to wealth’. The tourist industry is 
popularly supposed in Mexico to be a potential gold mine. Indeed 
it figures in the national balance sheet as the second best export. 
Great efforts are therefore made by the Government to provide the 
visiting American with a pleasant and interesting holiday. But it 
is a melancholy fact that the average tourist is ill equipped either 
to appreciate what he sees, or to understand the temperament and 
customs of the people, whenever they depart in the slightest 
degree from the practice of Main Street. That is not to disparage 
the admirable work done in Mexico by a fairly numerous band of 
American scholars, scientists, and true lovers of Mexican culture. 
But, in the observation of the writer, the large scale tourist traffic 
results in frayed tempers and a lowered estimation upon both sides. 
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More promising for international amity is the really vigorous 
and interesting intellectual development of modern Mexico. In the 
arts, a truly remarkable school of painters has arisen, whose work 
is deeply rooted in national tradition, virile and free from manner- 
ism. It is unfortunate that currency restrictions prevent the work 
of Orozco, Tamayo, and other contemporary Mexican painters 
from being seen in this country. It is particularly satisfactory that 
modern Mexican art is essentially popular; a visit to any current 
exhibition of paintings is sufficient to prove that they are studied 
and admired by the masses. Indeed, a modern painter of merit is 
something of a popular hero, particularly if he happens to be a good 
pistol shot as well. Much poetry is being written, some of it of 
merit. In the sciences, work of real distinction is being performed 
in several fields. The demand for books is everywhere evident; 
the Universities are full and flourishing; and there is a popular 
desire for education which is manifest upon every side. The 
Government has done much to meet this demand by an ambitious 
programme of school building, but the recruiting of teachers 
continues to be a difficult problem. There has also been an official 
attack upon illiteracy, including a successful ‘each one teach one’ 
scheme. In fact it is usual to read in cinemas, ‘If your companion 
cannot read this notice, his place is not here but at school’. Under- 
lying this almost feverish activity, there is a marked and very 
welcome increase in sense of civic duty; this is also noticeable 
amongst Government officials. This development is all the more 
welcome as it was certainly very necessary. 

To conclude, the most striking fact about Mexico as she faces 
the problems of our times is her individuality. The Spanish and the 
many Indian cultures have achieved a synthesis, and the result is 
a nation which resembles no other Latin American State, but 
which has a strong character peculiarly its own. The fusion of 
races and cultures into a Mexican nationality has similarly pro- 
duced highly distinctive political traditions. No political term can 
be used synonymously for Britain and for Mexico; the British 
outlook upon material things is radically different, and comparisons 
do no honour to either side. But in the ardent love of liberty, and 
in a growing sense of national purpose, we can recognize qualities 
which we like to attribute to ourselves. If we admit that, at least in 
the economic field, the heart’s desire of Mexico very little 
resembles our own system of quotas and targets, we may perhaps 
avoid falling into the error of judging her success in terms of 
calories and graphs. If, however, happiness can be got by achieving 
a just estimation of things spiritual and things material, then 
Mexico is well equipped to face the future. 


P.S. 
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UNESCO IN 1948 
AN IMPARTIAL ASSESSMENT 


HERE has lately been an increasing scepticism about the 

work of Unesco. Some unfortunate and well-advertised 
episodes have implied that more is wrong with its affairs than the 
normal difficulties of a new, cosmopolitan, and far-flung organiza- 
tion. The decision to hold the recent annual Conference at Beirut 
seems to have given a rather disproportionate annoyance to 
journalists in London and Paris, while allegations of waste and 
incompetence have been made in the popular press. 

Plainly there is no smoke without fire, but the achievements of 
Unesco and its actual cost to this country deserve a more impartial 
assessment than they have lately been given. 

In the first place, the Organization has increased considerably. 
From a membership of thirty-two States in 1947 it grew during 
1948 to forty-four, and several more are on the point of com- 
pleting the formalities that will make them full members. ‘This 
achievement is no doubt in part the result of a policy deliberately 
designed to ‘show the Unesco flag’; to prove that Paris is not 
uninterested in the problems of South America or the Dominican 
Republic, and that the Far East and the Near East are very much 
the concern of the intellectual West. And herein perhaps, lies the 
answer to those who criticized the holding of the 1948 Conference 
in Beirut. In this connection it should be borne in mind that those 
who originated Unesco, recognizing how easily the Organization 
might become parochialized by its location, an instrument of 
‘regional nationalism’ rather than of world unity, included in its 
Constitution an ambitious ruling that the annual conference 
should be held every year in the territory of a fresh Member 
State. Within ten years, it was hoped, not only would the Organi- 
zation have thus made itself known in every corner of the world, 
but it would have given the Secretariat, and the delegates of 
the world’s nations, a broader understanding of national and 
regional cultures and problems than could be obtained in any other 
way. Moreover, had the movement (based, apparently, on fear of 
possibly disturbed conditions in the Lebanon) to change the 
Mexico Cecision succeeded in deflecting the Conference to Paris 
or elsewhere, serious affront would have been given not merely to 
the Lebanon but to the whole Arab world, already smarting from 
the Palestinian developments and with centres of religious and 
racial conservatism ready to seize upon any justification for a 
wider campaign. Against this background the argument that the 
Conference should be held only where journalists are thick on the 
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ground is seen in its proper perspective. Indeed, in November 
1946, when Unesco held its first General Conference in that 
Mecca of journalists, Paris, it was noteworthy how little space was 
given to it in English newspapers. 

The decision taken at Beirut to hold only a small Conference in 
1949, and that in Paris, is based on other and sounder reasons than 
those of critics in the press. Serious interruption in Unesco’s work 
is involved in the physical planning of each Conference and in the 
movement of the principal officers and all the necessary equipment 
as frequently as once a year. Moreover, in the absence of its senior 
members the work of the Secretariat is held up. But this violation 
of the Constitution, however sound the reason, needs to be 
accepted with reluctance, lest the vision of world citizenship 
apparent in 1945, at the end of the world’s greatest conflict, be 
gradually dissipated by ‘realist’ considerations. 

In its indirect effect upon other aspects of world politics Unesco 
must be given further credit. Its work has at least not exacerbated 
differences between Eastern and Western Europe. Its meetings 
have not been, as The Times described those of the United Nations 
Assembly in Paris, ‘a megaphone for rival propaganda’. Despite 
the inevitable intrusion of different viewpoints there have been no 
serious divisions. Indeed, the Director-General was able to report 
that everywhere he went on his official visit to Yugoslavia, Hun- 
gary, Poland, and Czechoslovakia he found no barriers between 
him and his academic colleagues, and ‘in general a great willingness 
to exchange information with other countries and to co-operate in 
Unesco projects’. Moreover he was impressed with the efforts 
being made in the cultural, scientific, and educational fields, not 
only in reconstruction, but also in new ventures and achievements. 
So it may be that Unesco, as an international body, may succeed 
where occupying Powers are failing and Iron Curtains inhibit free 
intercourse. Certainly an extension of its work both in Germany 
and in Japan is to be desired. Unesco has already, in 1948, done 
good work in maintaining cultural interchange between Eastern 
and Western Europe. This might open up greater possibilities if 
and when reduction of political tension between the U.S.A. and 
the U.S.S.R. permits. 

The four countries of Eastern Europe which belong to Unesco 
have certainly gained from their association with the Organization. 
Along with Greece, China, and the Philippines, they have received 
books, scientific apparatus, film projectors, and radio receivers, 
some purchased with Unesco’s funds, but mainly subscribed for by 
other nations through the Temporary International Committee for 
Educational Reconstruction set up by Unesco in 1946. The con- 
tribution made by Canada in 1948 to educational reconstruction in 
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war-damaged countries should be specially mentioned. Of 
$1 million raised, $300,000 have been allocated to supplies for 
primary and secondary schools and $182,000 to fellowships 
enabling teachers and students to follow six-month study courses 
in Canada. 

In Britain, of the £500,000 raised by the United Nations appeal 
for children, {60,000 has been allocated to Unesco for educational 
reconstruction. Part of the money will be used to provide twenty- 
seven fellowships for scholars from Austria, Czechoslovakia, 
Greece, Hungary, Italy, Malta, and Poland to study school 
educational problems, and the remainder will be spent in Britain 
in purchasing school equipment and books for the recipient 
countries. As the result of pressure by a group of Members of 
Parliament, the British delegation to the United Nations in Paris 
succeeded in having the U.N. Appeal for Children continued in 
1949 throughout the world. 

Tribute should here be paid to the Commission for Inter- 
national Education Reconstruction in the U.S.A., which raised 
$62 million in 1946, $88 million in 1947, and over $80 million in 
1948. In addition the leading association of teachers in the U.S.A. 
(and teachers in the U.S.A. are economically at a greater dis- 
advantage than those in Great Britain) have raised in 1948 over 
$300,000 for teacher-relief in devastated countries—a fine example 
of professional solidarity. Such large sums could not have been 
raised without Unesco’s work in making the needs known, and, 
particularly in the U.S.A., considerable use has been made of the 
pamphlets ‘Going to School in Devastated Countries’ and 
‘Universities in Need’. 

The provision of such information to the world’s publicists was 
carried much further by Unesco in 1948 by its Mass Media 
Production Unit, which had the advantage of some months’ help 
from Mr W. E. Williams, well known for his work with A.B.C.A. 
during the war. Fruits of this work in radio, press, and perhaps 
films, are due to appear in 1949. The Mass Media Production Unit 
is but one of a considerable number of enterprises coming under 
the heading of Communications. Most of these consist of an un- 
spectacular tying together of loose international strands of scientific 
and professional groupings, ranging from folklore to philosophy in 
one direction and from library linkages to documentary film 
exchange in the other. More impressive, perhaps, is the survey of 
the technical needs of sixteen countries, including Austria, Hun- 
gary, and Italy in Europe, and Burma, India, Pakistan, and 
Malaya in the Far East. The importance of such information for 
enabling the technically advanced nations to plan their production 
is obvious, and so, too, is the contribution which can be made to 
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the world’s food shortages as a result of such help. Ten war- 
devastated countries in Europe, together with China and the 
Philippines, were surveyed in this way in 19 

The Book Coupon scheme which will soon be widely known in 
this country is also a considerable Unesco achievement. It has 
involved complicated currency arrangements and will enable 
$150,000 worth of books on education, science, and culture to be 
obtained from ‘hard’ currency areas by institutions in countries 
with a soft currency. 

The scientific section has continued to supply help in the ‘Dark 
Areas’, particularly knowledge which will reduce physical suffering 
and improve agriculture. The organs which perform this task are 
the four Field Service Co-operation Offices, two in Asia, one in 
Cairo, and one in South America. Until lately this last has been 
mainly concerned with the International Institute of the Hylean 
Amazon organized at Manaos, Brazil. It is to be regretted that 
although Great Britain has territory in the area to be served by this 
international surv ey and research institute, yet the United King- 
dom sent only an observer to the organizing conference in May, 
and was not included in the list of members. After the end of 1948 
the expenses of the Institute are to be borne by the eight founder 
members, which, it may be noted, include both France and 
Holland; Italy was also represented at the conference. 

Meanwhile the greater part of the work of the scientific section 
has lain in the promotion of an increasing network of international 
afhliations between scientists of every kind. Where new linkages 
were needed, or old ones required development which they were 
unable to achieve alone, Unesco has given help, not necessarily 
financial. International congresses and conferences on an increas- 
ing scale have, during 1948, played a great part not merely in 
giving thousands of scientists the opportunity of sharing ideas and 
making friends with their co-researchers from across the world, 
but they have also, as always, thrown into high relief the ideas of 
the leaders of thought, with the consequent raising of the standards 
of the whole group. This applies particularly, perhaps, to the 
International Congress of Mental Health held in London, to which 
Unesco had contributed in several ways, not least in financing the 
journeys of psychologists from war-devastated countries. The 
recognition by that Congress of the need to study more widely and 
intensively those qualities of the human mind which contribute to 
the production of war atmosphere will make its report one of con- 
siderable significance. This enterprise connects with Unesco’s 
section dealing with the Human Sciences and with its study, still 
proceeding vigorously, of the tensions which contribute to war. 
Unesco’s work in this field is, however, grievously limited by the 








oO @- 


rno<«di a= OoO ee 


~~ @D 9 me 


yw OD FR ea DD OCU OOD 


a nr 





UNESCO IN 1948 119 


shortage of psychologists, sociolog’sts, social anthropologists, and 
others expert in the human sciences, not only in the smaller 
countries, but in many of those to which the world looks for leader- 
ship. In Britain, as Lord Simon of Wythenshawe has pointed out, 
the total expenditure on all the social sciences in 1947 was less than 
{£150,000—less than one four-hundredth of the amount being 
spent on research for the Forces. 

Other international conferences assisted by Unesco were the 
International Librarians’ Summer School in Manchester and the 
conference of the International Council of Museums in Paris. The 
International Conference of Universities at Utrecht, where it was 
decided forthwith to form an International Universities Bureau, 
was held under the sole auspices of Unesco; so, too, were the three 
Seminars which had been authorized in Mexico in December 
1947. That on “leaching about the United Nations’ was held near 
New York; that on ‘Childhood Education’ in Podebrady, Czecho- 
slovakia; and that on the ‘Education and Training of Teachers’, at 
Ashridge College, Bucks. 

The Seminar in the U.S.A. produced over twenty-five booklets, 
study guides, film strips, and so on; that in Czechoslovakia, under 
the leadership of Professor Skard of Norway, had the assistance of 
Professor Ruth Benedict, one of the leading figures of contempor- 
ary anthropology. That at Ashridge, directed by Professor Karl 
Bigelow, was the largest, and can probably be regarded as the best, 
of all Unesco’s workshops up to date. The Ashridge Seminar has 
a its sequel, for a ten-day resident follow-up course for lecturers 

1 Training Colleges is to be held there in April 1949. 

" ne the less, formidable difficulties were encountered in 
arranging these Seminars. The decision to hold them was made in 
December 1947 in Mexico, so all returning delegations knew that 
their countries would be invited to send representatives. On 
4 February 1948 a preliminary announcement was sent to all 
Member States giving dates and naming the area where the 
Seminars would be sited. A formal letter giving full details, and 
explaining that only travel costs would have to be paid by the 

Me mber States, was sent out on 19 March, together with outlines 
of the ways in which each Seminar would be conducted. The 
allocated quota of participants from each Member State was given, 
and the announcement was made that ‘if no indication of participa- 
tion is given by 1 April’ (later extended to 1 May), ‘unfilled quotas 
will be divided among such other States as request them’. On 
22 April guidance for the advance preparation of all participants 
was dispatched and it was requested that they should come pre- 
pared to provide precise information about their country’s treat- 
ment of the questions to be discussed. 
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Yet by 1 May only eleven of the forty-one Member States had 
replied, and several Member States, despite cabled reminders, 
never responded to their invitations. Moreover, even those Member 
States that did send representatives were mostly so late in selecting 
them that they had been able to carry out little, if any, preparation. 
Though by the morning of the opening names of forty-five par- 
ticipants had been received (from twenty-two Member States) 
only thirty-two had arrived. Seven more came within a week 
and eight others eventually appeared. In view of such experi- 
ences it has been decided that in general Unesco will plan Semin- 
ars two years ahead instead of one, but it does not follow that the 
action of the majority of Member States will be much more 
effective. 

It is, in fact, generally apparent that the national machinery 
which exists for carrying out decisions made at Unesco’s General 
Conference is almost everywhere inadequate. 

As for National Commissions, or National Co-operating Bodies, 
these have now been appointed in thirty-one Member States, but 
the ways in which they function are various and sometimes 
devious. Their raison d’étre is to be found in the American and 
English documents which were the forerunners of Unesco’s draft 
Constitution, and which urged that the Organization should ‘com- 
bine with the authority of the Governments the active participation 
of those upon whom will chiefly fall the task of carrying out its 
decisions’. It is very doubtful whether this objective has been 
achieved yet in any country. In one democratic country the 
National Commission meets only twice a year, but the Executive 
Committee once a month; in another the National Commission has 
met three times in a year but has not yet any form of Secretariat. 
Progress almost everywhere is extremely slow, that of the United 
Kingdom, despite some shortcomings, being one of the most 
advanced. 

In an attempt to improve the functioning of these bodies, 
Unesco has produced a new periodical entitled National Com- 
missions News Letter. The more general monthly, Unesco Courter— 
extremely readable and well illustrated—, is becoming more widely 
known. Unesco’s poster and essay competitions for young people, 
which began in October 1948, will certainly increase the demand. 
Two booklets, “You and Unesco’ and ‘Let’s Visit Unesco House’, 
have been produced for young people. Though printed in Paris in 
English and French some months ago, they have only recently been 
made available in England by the Ministry of Education, and that 
in small quantities. Other Unesco booklets deal with the needs of 
reconstruction, with museums and libraries, and with adult edu- 
cation, in which subject a world conference is to be held in 1949. 
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In the ambitious field of fundamental education there has been 
what may be called a fruitful disappointment. Conditions in the 
Marbial Valley in Haiti proved far worse than information had 
suggested. Education alone would have been futile in a struggle 
not merely against ignorance but also against soil erosion and 
appalling health conditions. So plans are being made for a com- 
bined operation—the first of its kind—involving also the World 
Health Organization and the Food and Agriculture Organization. 

The Nyasaland Pilot project has not yet started owing to sick- 
ness and changes in the field staff, while the project in China has 
been thrust aside by the intensification of the civil war. These 
things have given the opportunity for a wise reversal of the policy 
of 1946 which had been forced on Unesco by some of the delega- 
tions at Paris who made Fundamental Education a first priority. 
Now it is to take its proper place—as one of the subjects on which 
Unesco will act as an information clearing house. Indeed, the 
appointment of Dr Beeby as head of the Education Section has 
been followed by a new policy. He has stated that he thinks it 
sounder to confine Unesco’s educational activities to those that will 
encourage the widest application of advances and discoveries 
which have already been made but which have hitherto had only a 
limited application. By stimulating requests for educational mis- 
sions and exchange of information, and by developing these tech- 
niques of ‘educational brokerage’, he hopes that his Department 
will best fulfil its purpose. 

It must be admitted, however, that the slowness with which 
national Governments provide information does not inspire great 
hope in this aspect of the work, particularly if one remembers 
Dr Huxley’s complaint that Member States ignore their obligation 
to return periodical reports. Also one has little hope that those 
countries where educational help and advice are most needed are 
likely to be the Member States who ask for it. It must be recog- 
nized indeed that Unesco is heavily dependent on the co-operation 
of national Governments. The retiring Director-General’s report 
suggests a way out: 

‘Unesco is an inter-governmental organization. Accordingly, while 
its purposes are world purposes (either implicitly, like peace, or 
explicitly, like promoting the general welfare of mankind), its very 
nature puts difficulties in the way of their realization, since the ulti- 
mate control of its policy is in the hands of official delegations repre- 
senting the points of view of separate national Governments. To my 
mind, the best method available for securing any immediate advance 
in this direction is for Unesco courageously to delegate an important 
part of its work to private individuals, chosen not as official delegates 
of Governments, but as leaders of civilization—outstanding thinkers, 
artists, writers, men of science, owing their best allegiance not to 
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nations, but to humanity—representatives not of Government 

departments, but of departments of the human mind.’ 

The need for stressing this argument is shown by a document 
presented to the National Co-operating Bodies of the United 
Kingdom. It objects to the consultation by Unesco of individual 
scholars, scientists, and experts except through the agency of the 
National Commission. It insists that: ‘If the National Commission 
already has experts working on the special subject concerned, they 
must represent the official British point of view, and the findings of 
any other representative will carry no weight at home.’ This seems 
a dangerous doctrine, introducing a bureaucratic party line and 
suppression of minority view into a new field of English life. 

Such is the picture of Unesco’s handicaps and achievements in 
1948. There is certainly justification for concern. The difficulties of 
the General Conference in setting clear objectives have been for- 
midable, and it is likely that Unesco has been trying to advance on 
too broad a front. But it is also suffering at the hands of friends, and 
has had a hard row to hoe. The first Budget was so cut that the 
programme had to be recast at the cost of three months’ delay; the 
second Budget was cut, and as French costs of living continued to 
soar in 1948 staff development had to be stopped. With fuel and 
lighting cuts and strikes, Paris has, in the past two years, frequently 
been a difficult city in which to work. As for the Secretariat, it has 
of course been necessary to bring together intellectual workers 
from most of the Member States. With the best will in the world 
there have been difficulties not merely of language, but all the 
inevitable misunderstandings that flow from different ways of 
looking at the same question. Such an international staff, in the 
first two years, cannot possibly be as efficient as a team of homo- 
geneous nationality. Moreover, in September 1946 almost every- 
thing in Paris had to start from scratch. When all this is given due 
weight, it is remarkable that so much effect has been produced in 
the world, and that, be it added, on an annual sum of money which 
is little more than half that spent by the British Council in making 
the British way of life known and understood. 

It is widely recognized and taken for granted that wars are 
expensive. It is almost as widely accepted that what is called 
‘defence’ is expensive and costs the British people today something 
above {goo million per annum. In 1948 Unesco cost the United 
Kingdom £257,000. This article attempts to enable the taxpayer 
to assess whether or no he has had his money’s worth. 

With the end of 1948 came the end of the Director-Generalship 
of Dr Julian Huxley and the appointment of Dr Jaime Torres 
Bodet, the Mexican Minister for Education. Time alone will reveal 
a true estimate of the strenuous work of the preparatory period and 
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those two hectic years of 1946-48. It is likely that, in view of the 
immense difficulties confronting such an organization in its 
beginning, the period of Dr Huxley’s directorate will appear as 
one of constructive and imaginative effort against formidable odds. 


C.H. D. 


THE ECONOMIC VIABILITY OF 
PAKISTAN 


Wis. on the British transferring their power in India, 
the idea was first mooted of founding a separate Muslim 
State, there were considerable doubts expressed about the political 
advisability of such a step, and very strong and widespread mis- 
givings were felt as to the probable economic consequences of the 
implied partition. Would the territory form a reasonable economic 
unit, able to function at all successfully? Had it enough resources 
available to provide the necessary food, shelter, and other essentials 
to maintain even the existing standard of life? If that standard were 
to be raised appreciably by increased industrialization, would the 
proposed political unit have access to sufficient raw materials and 
possess the necessary financial backing, as well as enough skilled 
and semi-skilled labour, to achieve the goal? These questions were 
inevitably raised by any realistic analysis, and it seemed to be 
generally understood that, even if partition could be effected under 
the most favourable conditions, the necessary political and econo- 
mic arrangements, even with the utmost goodwill on all sides, 
would be no easy task and would involve considerable strain. 
When, however, the final division was effected, and accom- 
panied by actions that could only exacerbate already existing 
ill-feeling, then the difficulties were for a time immeasurably 
increased. Doubts and fears were strongly felt as to whether the 
people of the new Dominion could overcome these formidable 
obstacles. Formidable they are, and it will need a very determined 
and concentrated effort by the people and Government of Pakistan 
to clear them, even if the leaders can be fired with the same zeal 
and enthusiasm which overcame the many serious political 
difficulties before the new State could be founded. Helpful 
though religious zeal and enthusiasm have been, and can be, many 


other and more material things are needed before much economic 
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progress can be made and the new Dominion can be well estab- 
lished as a going concern. 

The Partition as carried out has left Pakistan a somewhat ‘un- 
balanced economic unit. It is divided into two widely different 
major geographical regions, more than a thousand miles apart, 
with no direct communication between them, the much smaller 
area having about two-thirds of the total population of the 
Dominion. Although the two regions are to some extent economic- 
ally complementary, they are not really so much so as each region 
is to many of its neighbouring territories, with which a large 
share of its economic life was linked up before Partition. And they 
will no doubt continue to be connected closely, even if not just 
as effectively, although a political frontier has to be crossed for 
trade and travel. Further, while in West Pakistan there are the 
well-irrigated canal ‘colonies’ of the Punjab and Sind, containing 
some of the most fertile land in the whole of the sub-continent of 
India, producing excellent ‘cash’ and food crops, there are also 
the large and almost completely barren tracts of the west and 
north-west, some of which get only just enough water to grow the 
most scanty crops. The situation is worse still in the even larger 
areas of dry and stony country which is practically useless land for 
man or beast. At best such tracts can only provide for a wild 
nomadic existence for people who for generations have only been 
able to maintain even their very low standard of life by levying 
tribute on the traders passing through; by periodical raids on the 
few relatively more prosperous villages in the neighbouring 
cultivated tracts; by casual or seasonal labour on roads and other 
public works on the plains; and also by means of their most 
regular source of income, the subsidies provided by a more or less 
benevolent Government of India. These were considered a 
cheaper and more civilized alternative to spasmodic military cam- 
paigns when the depredations of the tribesmen became unbearable 
to their neighbours or to the Government. 

This frontier problem, which has worried successive genera- 
tions of civil and military administrators, is basically economic 
rather than military. ‘Man cannot live on a rock.’ When the 
inhabitants of the Tribal Territories have been unable to main- 
tain even their primitive way of life by growing a few scanty 
crops, or by practising simple arts and crafts, they have attempted 
to take by force what they have been unable to obtain by less 
objectionable means. This has, all too frequently, led to conflict 
with military expeditions sent by the Government, often on a 
fairly considerable and costly scale. Now it falls to the lot of the 
new Dominion of Pakistan to take over and, if possible, find a 
solution to what has been an almost intractable problem. 
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Another difficulty facing the Pakistan authorities is the lack of 
sufficient forest land, especially in the Western regions, where 
disregard for the disastrous consequences of cutting down innumer- 
able trees haphazard, and a failure to re-plant even where cutting 
has been most reckless, has left large tracts of formerly well- 
wooded hillsides almost completely stripped of trees. Mountain 
streams and torrents have been left uncontrolled, with resulting 
land erosion and all the cumulative consequences in the loss of 
much valuable cultivable land, in addition to a most serious waste 
of good timber supplies, actual and potential. Today only about 
4 per cent of the whole area of the Dominion is forest—less 
than three per cent in the West, and less than ten per cent in 
East Pakistan. This position can only be remedied very slowly, 
although further denudation of forest can be avoided by rigorous 
control of cutting and immediate attention to re-planting. The 
opening of a new Forestry College in the Murree Hills and the 
proposal to establish a Forest Research Institute show that the 
Government is aware of the urgent need to conserve the forest 
wealth of the country. 

In spite of all these numerous and long-standing handicaps to 
efficient cultivation, the out-turn from the cropped areas should, 
in normal years, generally provide for the immediate needs of the 
peasantry on their present standard of living. But much of this 
relative economic security is dependent on the canal irrigation 
system, which was extremely well-developed during the past 
fifty years under the previous régime. The crucially important 
headworks of some of the canals are now outside the Pakistan 
borders. Arrangements have to be made for their maintenance, 
and also about the quantity of water to be impounded from rivers 
which may be as important for the economic prosperity of other 
regions as they are to Pakistan. Such necessary amicable arrange- 
ments will not always be easy to maintain if tension happens to be 
running high on other disputed questions, economic, political, or 
communal. At the same time, provided care is taken to avoid the 
inherent dangers of water-logging and its concomitant evils, some 
extension of the present canal system may be effected fairly quickly 
and at lower cost than would be necessary to carry through com- 
pletely new projects, however desirable those might be as a long- 
term policy. 

The yields from agriculture might be increased by abandoning 
some traditional practices which restrict output. The continual 
sub-division of holdings (already far too small for efficient work- 
ing) results in waste of land in the dividing baulks’ and loss of 
labour time in movement to and from scattered strips. Preventable 


? i.e., ridges left unploughed between the holdings. 
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also are the losses caused by using inferior seed, waste of manure, 
bad storage, and the depredations of rodents. In view of the 
normally conservative outlook of the peasants it will take time to 
make the necessary changes, but the cost should be low compared 
with the benefits to be obtained. It may take longer to effect 
sufficient improvement in transport and marketing, and probably 
longer still to raise the general standard of health and fitness of 
the cultivators, whose output is often reduced owing to low vitality 
and ill health. And when all these man-made obstacles to agricul- 
tural efficiency are overcome, there will still remain nature’s almost 
irremovable handicaps—the effects of the quick climatic changes, 
the daily and seasonal wide ranges of temperature, the severe 
droughts and heavy floods, as well as the continual dependence on 
timely rains for all successful cropping. 

In addition to the efforts made to improve agricultural produc- 
tion by a progressive and determined policy, it will obviously be 
necessary to press on with some measure of industrialization. 
Early attempts in this direction will probably be most successful 
when based on the agricultural resources of the country. But 
something more will be necessary if the aims and objects of the 
people and Government of Pakistan are to be achieved. The 
industrial development of any region depends on the raw materials 
required for particular industries—on the fuel and power available; 
iron, steel, and timber supplies for construction work; on the 
amount and suitability of the labour supply; on transport facilities 
and marketing possibilities; and last, but by no means least, 
whether sufficient finance is likely to be forthcoming on satisfactory 
terms. 

In the sphere of essential raw materials Pakistan does not appear 
to be too well equipped for large-scale production, except in the 
case of cotton and jute. About four-fifths of the total sub-contin- 
ent’s jute crop comes from East Pakistan, and at present most 
of this is exported, chiefly to West Bengal. Much more of the 
fibre could be baled before export, and the additional presses 
now on order should, when installed, double the baling capacity 
in East Bengal and thus increase the net returns from the crops. 
In addition to this improvement in the handling of the fibre 
exported, more could be processed in East Pakistan itself by the 
erection of mills for the manufacture of Hessian cloth and gunny 
bags. Much of the ample supplies of home-grown cotton, some of 
it quite long-stapled, could be used to expand the nascent cotton 
mill industry in West Pakistan and still leave enough fibre for 
village spinning and handloom weaving, as well as providing many 
thousands of bales for export. Further, the returns from such 
exports could be increased at little cost if more care were taken in 
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the ginning and packing of the cotton for foreign markets. Progress 
in the woollen industry is not likely to be possible on anything 
like the same scale as in the two textiles just mentioned, but some 
expansion could be effected, particularly in making the rugs, 
carpets, and blankets for which some localities are justly renowned. 
Good supplies of salt, sand, and gypsum can be obtained, and 
raw materials appear to be available for a limited extension of the 
glass, cement, and chemical industries. In these projects the 
Government is helping, and also in the efforts which are being 
made to utilize the recently discovered sulphur deposits in 
Baluchistan. ‘The Dominion also exports at present very large 
quantities of hides and skins (buffalo, cow, sheep, and goat), some 
of which might be much better utilized in extending the tanning 
and leather industries at home. More might also be done to 
develop the seed-crushing industry locally, thus providing both 
useful oil supplies and much-needed feeding stuff for the Domin- 
ion’s large number of poorly nourished cattle. There is also 
enough sugar-cane and tobacco grown in Pakistan to provide raw 
materials for increasing the sugar and tobacco industries. Further, 
if the Government presses on with its forest conservation plans it 
should be possible to reduce the imports of timber for the indi- 
genous match industry and also provide the raw material for the 
setting up of a few paper mills in the State. 
The fuel position is poor. Pakistan is almost entirely dependent 
on imports for its coal supplies; at present about two-thirds of 
these come from across the Indian border at a relatively high cost 
on account of the long land haulage from the mines. Other 
demands for coal are met by imports from overseas and from the 
small deposits in Baluchistan, where efforts are being made to 
increase output, so far without any very material success. ‘There are 
reasonable prospects of satisfactory yields from the oilfields at 
Attock, and perhaps of some increase in output. But it is doubtful 
if this would be sufficient to meet an appreciable increase in the 
demand for oil for industrial purposes. It looks, therefore, as if 
Pakistan will have to depend for most of its fuel, as well as for 
its artificial lighting, on an increased use of its large potential 
resources for the supply of electric energy in the mountain ranges 
of the north-west and west of the Dominion, taking advantage of 
the good start made in several districts before Partition. ‘The 
Government are pressing on with extensions in the Malakand 
region, where it is hoped to effect a four-fold increase in the 
output by the end of 1951. Much more will have to be done as 
soon as the necessary funds can be raised for equipment and 
labour, if the resources for obtaining electric energy are to be fully 
utilized and so relieve the very serious fuel situation for a country 
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which is hoping to develop its industries. The flourishing iron and 
steel industry of the sub-continent is now outside the borders of 
Pakistan; consequently most of the machinery, and especially 
heavy equipment, will have to be imported, although some of the 
assembling might well be done after arrival, provided there is 
sufficient skilled labour available for such work. 

It will be apparent that much depends on the supply of labour 
in the country—not so much on the quantity, perhaps, as on its 
quality, and its suitability or adaptability for undertaking the 
jobs necessary—if the new State is to make substantial progress in 
developing its industries. An ample supply of skilled and semi- 
skilled labour is available for some factory work, but until the 
prevailing illiteracy is removed and some training provided or 
experience gained there is likely to be a serious dearth of skilled 
workers and foremen, as well as of qualified technicians capable of 
handling the delicate, expensive, and often dangerous machinery 
necessary for large-scale mill production. There are also big 

gaps in the commercial and managerial sides of industry. Here 
again more well-trained and experienced personnel will be required 
before much headway can be made in the manufacture of satis- 
factory goods for the home trade, to say nothing of possible 
attempts to capture foreign markets. Many of the deficiencies of 
personnel can be remedied, but this will take time, and much has 
to be done to secure the necessary efficiency of the artisans and 
the commercial staffs. Fortunately the Pakistan Government 
appears to be well aware of the urgent necessity for pressing on 
with education work of all kinds, including provision for good 
technical training and research on the many problems facing the 
country in both agriculture and industry. 

Further, the transport facilities will have to be considerably 
improved if the trade of Pakistan is to be substantially increased. 
As is well known, transport was thoroughly disorganized during 
the upheaval in 1947, and few people would claim that before 
then it was at all adequate for the needs of the country, though the 
road system of the Punjab was probably better than that in most 
of the other provinces. Even there, however, apart from the Grand 
Trunk Road and the connecting links between the larger towns, 
the roads were far from satisfactory; outside the towns they were 
generally poor, while in rural areas they were mostly dusty tracks 
in the dry seasons and impassable mud puddles in the rains. ‘The 
immediate effects of the disturbances and of the Partition generally 
were perhaps more serious on the railway system than on the 
roads, and especially on the facilities for movement of freight and 
people over long distances. The main lines serving Pakistan were 
badly truncated, with cuts on two most important lines between 
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Delhi and Lahore, and that portion of the East Bengal Railway 
left in Pakistan lost its more important workshops as well as 
control over the main junctions. Much improvization had to be 
done to extract anything like order out of the terrible chaos, and 
over large areas transport is still very far from being satisfactory. 
This lack of facilities for the movement of up-country produce 
and for people is likely to be felt for some considerable time, as 
although construction work may be started, substantial improve- 
ment can only be effected slowly. On the other hand, as regards 
transport for its actual and potential foreign trade and for passenger 
travel abroad the Dominion is well placed. It is true that East 
Pakistan will have to rely for some time to come chiefly on the 
deep-water port of Chittagong, but West Pakistan has the excellent 
sea and airport facilities of Karachi. The equipment and organiza- 
tion at the docks and wharves are at present sufficient for handling 
light and heavy cargoes as well as for dealing with the extensive 
sea passenger traffic. The Karachi Port Trust is well aware of the 
need to maintain and improve the services at the port. Further, 
with the development of air transport for both freight and passen- 
gers Karachi should become one of the most important centres in 
the East, whether land or sea planes are used. 

Much of the foreign trade of Pakistan is with India and will 
probably so continue, as the resources of the two States are 
complementary in some important commodities. Most of the 
long-staple cotton grown in West Pakistan is used in the mills 
of Bombay and Ahmedabad, and much of the raw jute exported 
goes to West Bengal. The jute, cotton, and tea exports provide 
much of the foreign exchange for Pakistan to pay for its imports, 
which, apart from exchanges of different varieties of such food- 
stuffs as wheat and rice, include coal, cotton cloth, timber, sugar, 
iron, and steel. 

Lastly, finance constitutes a most serious and urgent problem 
facing the new State. It is essential to find the funds to carry on 
the day-to-day work of government and at the same time provide 
for the desired expansion of industry. This would be no mean 
task, even if the banking and credit arrangements in the country 
were much better than they are at present or can be in the immedi- 
ate future. Before this unfortunate position can be completely 
remedied considerable changes will have to be made in the outlook 
and habits of the majority of the people. Even among the more 
thrifty peasants any savings usually take the form of hoarding the 
precious metals, a practice that does not help at all in providing 
finance for either Government or industrial needs. The strong 
religious objection to the taking of interest on loans has, among 
other causes, hindered the growth of banking among the Muslim 
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community, and too little use has been made of the facilities 
which sound banking institutions provide for trade and investment. 

The sterling balances and the assets of the Reserve Bank may 
help to provide backing for the new currency issue and for the 
Central Bank of Pakistan. This bankers’ Bank opened in July last. 
It is to have a share capital of 3 crores of rupees, 51 per cent of 
which is to be held by the Government; but how much more 
capital can be made available by private investors and by the 
Government for industrial expansion? Serious inroads have been 
made on the financial resources of the country in attempts to 
repair the damage to property and equipment during the recent 
upheaval, and in rehabilitating the unfortunate refugees, as well 
as by heavy expenditure for military security. This burden may 
be reduced in view of improved relations with the Government of 
India, but, even so, the many heavy claims on available funds will 
make the task of the Finance Minister of Pakistan one of herculean 
proportions for a long time to come. 

The Government is borrowing in the usual manner on fairly 
long-term securities and by the weekly issue of three months 
Treasury Bills. Both methods appear to have been as successful 
as could have been expected under the prevailing conditions in 
the country. Perhaps the combined appeal to religion and patriot- 
ism has been of assistance, backed as it was by the powerful 
support of the late Qaid-i-Azam. In what proved to be his last 
message to the people of Pakistan, he said: ‘Nature has given you 
everything; you have got unlimited resources. The foundations 
of your State have been well laid and it is now for you to build, 
and build as quickly and as well as you can. So go ahead and I wish 
you Godspeed.’ 

While there may be more than one opinion as to the economic 
side of this injunction, there can be little doubt about the urge to 
build, and to build quickly, on the part of the present leaders in the 
State. The number of committees appointed, reports submitted, 
schemes formulated, and plans visualized in almost every form of 
economic activity is remarkable. Many obstacles will have to be 
overcome, however, before most of the bigger projects can be 
brought to success, and one can hardly avoid the conclusion that 
in making most laudable efforts to increase the prosperity and well- 
being of the people many inherent difficulties have not received 
due attention. It may indeed be both desirable and necessary to 
curtail, or at least postpone, some of the more ambitious, almost 
grandiose, schemes when they are considered in conjunction with 
the resources available in the new Dominion. Is it surprising that 
doubts should be felt as to the ability of the country to carry so 
many additional responsibilities? Are the leaders scattering their 
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energies over too wide a field and thus wasting resources which 
are by no means unlimited? They are certainly planning to do 
many things which most people who know the country will agree 
need to be done, and which, it may be argued, ought to have been 
done earlier. The present backwardness of the State makes it all 
the more imperative they should be done quickly. But has enough 
consideration been given to the difficulties which will have to be 
surmounted in view of the limited resources in men, money, and 
materials, before a start can be made on so many new projects on 
such a relatively large-scale? Is it wise to undertake them in 
addition to extensions and pressing improvements in the existing 
small industries, as well as taking practicable steps to obtain larger 
returns from agriculture? For agriculture is still the main industry 
of the country and the one which, for many years ahead, will 
have to provide the chief means of livelihood for the great 
majority of the people of Pakistan. 


J. W. T. 


THE PROBLEM OF INTRA-EUROPEAN 
PAYMENTS 


HE Organization for European Economic Co-operation in 

Paris published in January 1949 a Report on its first annual 
programme covering the period July 1948 to June 1949.' This 
Report describes in some detail the efforts countries participating 
in the European Recovery Programme propose to make during 
1948-49 towards achieving a large measure of economic recovery 
by 1952, the time when Marshall Aid will come to an end. 

\ithough the outstanding problem for Western Europe? in the 
field of international payments is how to achieve a balance in 
payments relations with the Western Hemisphere, the connected 
problem of intra-European trade and payments is very important, 
and is fully discussed in the Report. 

On 16 October 1948 the O.E.E.C. member countries signed an 
Agreement for Intra-European Payments and Compensations,’ 
designed to overcome some of the difficulties which had arisen in 
payments between European countries and thus facilitate trade. 


‘ Organization for European Economic Co-operation: Report to the Economic 
Co-operation Administration on the First Annual Programme. 

*'The term ‘Western Europe’ is here and in other places used to imply 
countries participating in the European Recovery Programme. 

*Cmd. 7546. 
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In order to see this scheme in its proper perspective it will be 
useful to survey the mechanism of intra-European payments since 
the end of World War II, its shortcomings, and the efforts made 
in past years to overcome difficulties. It will also be necessary to 
touch upon the question of the position of Europe’s trade before 
and after the war. 

Before the war, in 1938, total intra-European trade (i.e., the 
sum of all exports of European countries to each other) amounted 
to the equivalent of $6.7 milliard; two-thirds of this, namely $4.5 
milliard, was accounted for by the European trade of Germany 
and the U.K. The commodity structure of trade resulted in an 
intra-European trade and payments pattern in which Germany 
and the U.K. held opposite positions; Germany was a net expor- 
ter, the U.K. a net importer vis a vis the rest of Europe. 


EUROPEAN TRADE OF GERMANY AND THE U.K. IN 1938 
(in million current dollars) 


U.K. exports to Europe (excl. Germany) .. <a «4 961 
Europe’s (excl. Germany’s) exports to U.K. ia .. a7 
Balance in favour of Europe (excl. Germany) .. 316 
Germany’s exports to Europe (excl. U.K.) re a+, 2s 
Europe’s (excl. U.K.’s) exports to Germany a oo 2,0ts 
Balance in favour of Germany a % be 320 
German exports to U.K. .. & ne ‘is — 140 
U.K. exports to Germany .. ia aS or IOI 
Balance in favour of Sine ne cl sa 39 


Broadly speaking, Europe’s export surplus with the United 
Kingdom could be offset against its import surplus with Germany. 
Britain paid for her import surplus from Europe by means of 
income from overseas investments, shipping, etc, which enabled 
the rest of Europe to pay for its import surplus from Germany. 
Sterling was a freely convertible currency, and Germany could 
buy what she required (food and raw materials) from overseas, 
either in the sterling area or in other currency markets. Thus the 
determining factors in the structure of trade settlements in Europe 
were the export surplus which all European countries (except 
Greece and Turkey) had with the U.K., and the convertibility 
of sterling. 

The war changed the conditions in which European trade had 
operated. In the early post-war period Germany had virtually 
disappeared as a trading partner; trade between the Eastern 
countries and the rest of Europe was greatly reduced. Europe had 
become more dependent on the Western Hemisphere for essential 
imports, while in most countries gold and dollar reserves had been 
depleted by the war. Overseas investments of many countries had 
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vanished, and with them the income with which to pay for trade 
deficits. It is not surprising that in the circumstances Govern- 
ments were reluctant to use gold and dollar reserves to meet trade 
deficits with other European countries. That such deficits would 
arise was highly probable, because, for one thing, trade between 
pairs of European countries did not normally balance, and also 
because the war had impaired productive capacity in different 
countries to a varying degree. ‘There was a great demand for goods 
everywhere in Europe, but some countries were able more rapidly 
than others to resume exports on a substantial scale (e.g. Britain, 
who normally had an import surplus with the Continent, had a 
sizable export surplus in 1946). It was not at first anticipated that 
the lack of balance between European countries, and possibly 
even between Europe and the rest of the world, would be of long 
juration, but in fact it still persists. 


THE BILATERAL PAYMENTS MECHANISM 


In order to effect a resumption of trade immediately after the 
end of hostilities, without the necessity either for strict bilateral 
balancing over a short period or for paying in gold, pairs of Euro- 
pean countries concluded bilateral payments agreements, wane 
in most cases were coupled with bilateral trade agreements. 

Payments agreements, though varying in detail, usually have 
certain features in common: country A agrees to make its own 
currency available through its Central Bank to country B for 

‘urrent purchases and payments in A; in exchange, country B 

ansfers (or credits) to country A an equivalent amount of B- 
currency at a rate of exchange fixed in the agreement. 

nder this system B can purchase in A what it requires, paying 

for it in A-currency, while A has at its disposal B-currency with 
which it can buy in B when B’s goods become available or are 
equired by A. In most, though not all, agreements a limit is fixed 
to the amount of his own currency w hich each partner is prepared 
to advance against the other’s currency within a given period of 
time, in other words, the amount of credit each will grant the 
‘ther. This limit is frequently referred to as the ‘swing’; if mutual 
ayments between two partners were to result in one having to 
hold the other’s currency in excess of the ‘swing’, the creditor 
could ask the debtor to repurchase the excess balance of his 
currency in gold or convertible currency. ‘This system enables one 
intry to purchase from another up to the ‘swing’ (credit limit) 
without paying for it in gold or exports. When the first of these 

‘The term ‘Payments Agreement’ is generally applied on the Continent to 
igreements such as those described here; a U.K. agreement involving the use of 
two ncies is termed ‘Monetary and Payments Agreement’. 
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agreements was concluded it was anticipated that, as European 
economies recovered, countries would be able to pay off the 
advances. This hope rested on the assumption that either bilateral 
balance in trade could be attained over a period of time, or that 
enough convertible currency would become available with which 
to settle intra-European deficits. In practice, it soon became 
apparent that certain countries tended to have growing deficits or 
surpluses vis a vis certain others. For example, by the end of 1946 
Denmark had accumulated a sterling debt of some £334 million, 
while France owed the U.K. over {100 million and Sweden 80 
million kroner. As these tendencies grew more marked, special 
steps had to be taken to reduce debts. In some cases the proceeds 
from the sale of requisitioned securities were used to balance 
accounts (e.g., France used the proceeds from the sale of French- 
owned British securities). It was not always possible, however, to 
balance accounts in this way, and under the terms of agreements 
gold payments had to be made. For instance, at the end of 1946, 
when the U.K.' had exceeded the credit limit under the agreement 
with Switzerland, settlement had to be made in gold. 

As a result of the growing lack of balance in bilateral payments, 
countries which had not previously insisted on a credit limit 
in their agreements were forced to introduce a limit. 

During 1946 some countries consolidated the credits granted 
under payments agreements, so that debtor countries were not 
under an immediate obligation to repay advances with exports 
or to stop imports altogether. For instance, the U.K. consolidated 
in sterling some {100 million of her advances to France, and 
Belgium consolidated the Netherlands’ debt; Sweden ‘froze’ 
existing overdrafts temporarily and granted new credits under new 
payments agreements. 

In this way the bilateral mechanism was kept going after the 
first post-war year, but none of the steps taken to facilitate its 
operation provided a permanent solution for the difficulties. 

In the course of 1947 and 1948 many countries were forced into 
a stricter bilateral balance in their trade relations, and a number of 
them were obliged, in their trade with certain others, to maintain 
export surpluses with which to pay off accumulated debts. Take 
for example the case of Sweden and Switzerland. During 1946 and 
1947 Sweden had accumulated a debt with Switzerland of some 
60 million Swiss francs. Under the Trade and Payments Agree- 
ment for 1948-49 Sweden undertakes to pay off this debt over a 
period of two years. She will export to Switzerland goods worth 


* All U.K. agreements apply to the sterling area as a whole. In the instance 
discussed here heavy sterling area purchases had exhausted the Swiss credit, 
while the U.K. itself had a favourable trade balance with Switzerland. 
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130 million Sw. francs annually, of which 30 million will be used 
for debt repayment, and the remaining 100 million to pay for 
imports and ‘invisibles’. This is an example of an attempt to 
restore the balance by restricting imports. In other cases steps 
were taken to attain a better balance by increasing exports from the 
debtor to the creditor. France and Belgium are a case in point. In 
February 1948, only six months after the conclusion of a one-year 
agreement, France had exceeded her credit limit with Belgium. As 
well as making payments in gold, France offered to increase her 
exports to Belgium beyond the amount provided for under the trade 
agreement, and Belgium agreed to increase her imports from France. 

But by and large during the latter part of 1947 and 1948 gold 
transfers had to be resorted to on an increasing scale to settle 
intra~-European deficits. 

Payments difficulties might well have constituted a serious 
threat to the maintenance at a high level of intra-European trade. 
Fortunately other circumstances favoured increased trade. Pro- 
duction was rising everywhere, and there was still a great deal of 
unsatisfied demand for each others’ products among the countries 
of Europe. As a result, trade, even on a more strictly bilateral basis, 
could be maintained at a high level. But the conditions favouring 
trade in 1947 and 1948 cannot be expected to prevail indefinitely. 


THE “TRANSFERABLE ACCOUNTS’ SYSTEM OF THE U.K. 

An attempt to provide a mechanism which would avoid the 
necessity for strictly bilateral equalizing of accounts was the 
development of the “Transferable Accounts’ system of the United 
Kingdom. This country had undertaken, under the Anglo- 
American Financial Agreement of 1946, to allow a growing number 
of non-sterling countries to use currently acquired sterling hold- 
ings in their mutual payments without previous consultation with 
the U.K. In consequence of this undertaking a number of pay- 
ments agreements were concluded by the U.K. in which the right 
to transfer sterling in this way was granted to the partners. ‘The 
further undertaking of the U.K. to make sterling convertible into 
dollars at a later date increased other countries’ willingness to 
accept and hold sterling. Sterling was made convertible in July 
1947, but the drain on dollar resources became so great that the 
U.K. was forced to suspend convertibility a few weeks later. ‘The 
right of automatic sterling transferability was subsequently with- 
drawn from a number of countries, especially those already hold- 
ing substantial sterling balances which, if further increased by 
sterling transfer from third parties, might exceed the ‘swing’ fixed 
under the existing payments agreement with the U.K.; such 
countries could then have asked the U.K. to repurchase their 











136 THE PROBLEM OF INTRA-EUROPEAN PAYMENTS 


excess sterling in gold or dollars. Countries which did not hold 
large sterling balances were allowed to continue to use sterling in 
their mutual payments after consultation with the U.K. exchange 
control authorities. Similarly, countries holding sterling balances 
were allowed to use them for payments to countries who were short 
of sterling. ‘The scope of such transfers is limited by the tendency 
of the U.K. towards bilateral balancing of trade and payments, 
thereby reducing the available balances in the hands of her 
European trade partners. 


THE ‘MULTILATERAL COMPENSATION SCHEME’ 


In July 1947 the first meeting took place in Paris between 
representatives of the countries later to be known as the ‘Marshall 
Plan’ or E.R.P. countries. The Conference appointed a number of 
committees, one of which was to study the position of the partici- 
pating countries under their bilateral Payments Agreements. This 
committee recommended a plan for ‘Multilateral Monetary Com- 
pensation’ which had been put before the Conference by the 
representatives of Belgium and the Netherlands. In November 
1947 France, Italy, Belgium, and the Netherlands signed an 
Agreement for ‘Multilateral Compensation’. The original sig- 
natories of the agreement became permanent members of the 
scheme, and subsequently most of the other participating coun- 
tries joined it as ‘Occasional Members’. The Bank for Inter- 
national Settlements in Basle was appointed the central clearing 
agent. The scheme was as follows: each member informs the 
clearing agent at regular intervals of the results of the operation 
of his bilateral payments agreements: that is to say, the amounts 
of other members’ currencies he holds (his surpluses), and the 
amount of his own currency held by other members (his deficits). 
These surpluses and deficits are then mutually offset to the extent 
to which such compensation results in a reduction in the balances 
of each participant. To take a simple example: A holds {50 of 
B-currency, B holds £30 of C-currency, and C holds {25 of 
A-currency. £25 of these balances can be offset by multilateral 
compensation under the terms of the agreement. After the opera- 
tion A’s holding of B-currency will be reduced to £25, B’s holding 
of C-currency to £5, and C’s holding of A-currency to zero. Since 
none of the three currencies is freely convertible into the others, 
A cannot offset his credits with B against his debts with C. By 
introducing a third country whose position is complementary to 
that of the two others, offsetting becomes possible. The resulting 
reduction of all balances enables creditors to extend further credits, 
and if payment has to be made in gold, less gold will be needed to 
settle all the balances than if there had not been compensation. 
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This compensation arrangement has been carried forward and 
incorporated in a more elaborate form in the Intra-European 
Payments Scheme described below. Adjustments had to be made 
in the method of compensation to take account of the mutual 
extension of drawing rights which is its outstanding feature. 


THE INTRA-EUROPEAN PAYMENTS SCHEME 


When the Convention of the Organization for European 
Economic Co-operation was signed in April 1948, the member 
countries pledged themselves to take the necessary steps to facili- 
tate the movement of goods during the reconstruction period. It 
was realized that existing intra-European payments difficulties 
constituted a serious obstacle to the best utilization of European 
resources, and after prolonged negotiations an Intra-European 
Payments Scheme for the first year of the Economic Recovery 
Programme was agreed upon. 

This scheme is based on the recognition of the fact that larger 
surpluses and deficits would arise in trade between particular 
Western European countries than could possibly be cancelled out 
by ordinary compensation arrangements. The solution found for 
this problem was a system by which prospective creditors made 
available as a grant sums in their own currency, on which pros- 
pective debtors could draw to finance their deficits with the credi- 
tors in question. Intra-European creditor countries receive part of 
their E.R.P. dollar allocation from the U.S.A. conditionally upon 
their making the agreed contribution to the Intra-European 
Payments Scheme. 

lhe agreed contributions and drawing rights for 1948-49 were: 

($ equivalent, million) 
Drawing Net Contribution (+) 
Contribution Rights or net Drawing Right (—) 


Austria 3°1 66:6 63°5 
Belgium .. 42 218°5 II°o 207°5 
Denmark .. ie 5‘ I1°9 — 6:8 
France 9°7 333°° —323°3 
Greece — 66°8 — 66°8 
Italy gh ie 47°3 27°° 20°3 
Netherlands os II°3 83:°0 — J1°7 
Norway ave ae 16°5 48°3 — 31°8 
Sweden... a 34°8 9°8 25°0 
Turkey on ase 28-5 8-8 19°7 
U.K. .% ae 312°0 30°0 282°0 
Bizone a re 108°8 98-6 10°2 
French Zone ‘ 14°8 15°6 — o8 


hese drawing rights will be administered as part of a compensa- 











I 38 THE PROBLEM OF INTRA-EUROPEAN PAYMENTS 


tion arrangement which has been described in the O.E.E.C. 
Report roughly as follows. ‘The Bank for International Settlements 
(which has been appointed as Compensation Agent) will ascertain 
the monthly deficits between each pair of member countries, and 
these deficits will then be reduced by recourse to the resources 
which are already available to the debtor countries in the currency 
of their creditors. The Agent will then carry out to the maximum 
extent an all-round writing-down of balances, both debit and 
credit, in the same way as has been described above in connection 
with the earlier ‘Multilateral Compensation Scheme’. The B.L.S. 
will then be in a position to ascertain the amount of drawing rights 
needed to cover any deficits which remain, and will give instruc- 
tions for the necessary funds to be provided. In cases where 
drawing rights have not been fully used the Agent may be author- 
ized to use a drawing right granted to one country to meet a 
deficit which that country has with a third country, provided that 
the latter itself is a debtor to the country which has granted the 
drawing right. These operations are referred to as first category 
compensations and may be carried out by the Agent automatically 
and without reference to the countries concerned. The scheme also 
provides for more elaborate compensation operations, which, 
however, may only be carried out after previous consultation with 
the members concerned and with their approval. 

It is impossible to say how well the Intra-European Payments 
Scheme is likely to work. Difficulties might crop up even in its 
first year, if, for instance, trade follows a pattern slightly different 
from that on which the contributions and drawing rights were 
based. The outlook for the more distant future is even more 
uncertain. It is unlikely that countries will be prepared indefinitely 
to extend drawing rights to each other on the same scale as this 
year. In the last resort the success of any payments arrangement 
will depend on how successful individual Western European 
countries are in achieving an overall balance in their payments 
with the world as a whole, and the rest of Western Europe in 
particular. With this object in view O.E.E.C. member countries 
have agreed to conduct their trade on the basis of certain rules of 
commercial policy, the essentials of which are that net European 
creditors should be as liberal as possible in their import policy 
vis-a-vis net debtors, and as helpful as possible in their export 
policy, while net debtors should be economical in their external 
expenditure and should expand exports. Countries more or less in 
equilibrium with the rest should buy more from net debtors and 
should endeavour to sell more to net creditors. 


E. A. F. 








PRINTED IN GREAT BRITAIN AT THE BROADWATER PRESS, WELWYN GARDEN CITY, HERTFORDSHIRI 





